Bank credit cards: Effect of purchasing habits on bank profit by Whitman, Gary Edward
University of Montana 
ScholarWorks at University of Montana 
Graduate Student Theses, Dissertations, & 
Professional Papers Graduate School 
1971 
Bank credit cards: Effect of purchasing habits on bank profit 
Gary Edward Whitman 
The University of Montana 
Follow this and additional works at: https://scholarworks.umt.edu/etd 
Let us know how access to this document benefits you. 
Recommended Citation 
Whitman, Gary Edward, "Bank credit cards: Effect of purchasing habits on bank profit" (1971). Graduate 
Student Theses, Dissertations, & Professional Papers. 6070. 
https://scholarworks.umt.edu/etd/6070 
This Thesis is brought to you for free and open access by the Graduate School at ScholarWorks at University of 
Montana. It has been accepted for inclusion in Graduate Student Theses, Dissertations, & Professional Papers by an 
authorized administrator of ScholarWorks at University of Montana. For more information, please contact 
scholarworks@mso.umt.edu. 
BAM CREDIT CARDS: EFFECT OF PURCHASING HABITS ON BAM PROFIT
by
Gary Edward Whitman
B .S . U n iv e rs ity  o f  Montana, 1969
P resen ted  in  p a r t i a l  f u l f i l lm e n t  o f  th e  req u irem en ts  f o r  th e  degree o f
M aster in  B usiness A d m in is tra tio n
UNIVERSITY OF MONTANA
1971
Approved by:
Chairman, Board o f Examiners
, G ra M a te  School
D ate
/ f ? /
R eproduced  with perm ission of the copyright owner. Further reproduction prohibited without perm ission.
UMI Number: EP36871
All rights reserved
INFORMATION TO ALL USERS 
The quality of this reproduction is dependent upon the quality of the copy submitted.
In the unlikely event that the author did not send a complete manuscript 
and there are missing pages, these will be noted. Also, if material had to be removed,
a note will indicate the deletion.
UMT
OwMttadtkKii PublwhMg
UMi EP36871
Published by ProQuest LLC (2013). Copyright in the Dissertation held by the Author.
Microform Edition © ProQuest LLC.
All rights reserved. This work is protected against 
unauthorized copying under Title 17, United States Code
ProQ^st'
ProQuest LLC.
789 East Eisenhower Parkway 
P.O. Box 1346 
Ann Arbor, Ml 48106 -1346
R eproduced  with perm ission of the copyright owner. Further reproduction prohibited without perm ission.
TABLE OF CONTENTS
ŒAPTER PAGE
I .  INTRODUCTION......................................................................................................  1
H is to ry  o f  C re d it Card D ev elo p m en t................................................. 2
P rocedures f o r  ca rd  u s a g e ..............................................................  h
P r o f i t a b i l i t y  of Bank C a r d s ..............................................................  U
Purpose o f th e  S t u d y ..............................................................................   6
I I . RESEARCH METHODOLOGY..................................................................................... 9
V a ria b le s  A ffe c tin g  P r o f i t a b i l i t y  . . . . . . . . . . . .  10
D e f in it io n  o f  repaym ent p a t t e r n s ..................................................... 11
Exam ination o f  p u r c h a s e s ....................................................................... 12
M easuring P r o f i t a b i l i t y ........................................................................... 13
I I I .  CONSUMER PURCHASING BEHAVIOR....................................................................... 16
Repayment P a t t e r n s ..........................  16
Checking account ba lan ces  o f card  u s e r s  .................................  18
C re d it Card Usage P a tte rn s  ..................  . . . . . .  ..................  19
Card usage p a t te r n s  by s e x ................................................................... 21
P roduct Purchasing  B ehavior .............................................................. 23
P roduct p u rch asin g  b eh av io r by s e x ..................................................26
P urchasing  h a b i t  v a r ia n c e s  "within repaym ent
c l a s s i f i c a t i o n s .....................................................................................27
P urch asin g  h a b i t  v a r ia t io n s  among in s ta l lm e n t u se rs  . . 28
S u m m a ry ............................................................................................................... 32
IV . PROFITABILITY OF BANK CREDIT CARDS...........................................................3U
V. CONCLUSIONS AND IMPLICATIONS OF FINDINGS..............................................39
R eproduced  with perm ission of the copyright owner. Further reproduction prohibited without perm ission.
i i i
PAGE
BIBLIOGRAPHY....................................................................................................................... U3
APPENDICES........................................................................................................................... h6
A. METHODS USED TO ESTIMATE TOTAL EXPENDITURES AND PURCHASES . h i
B. PERCENTAGE OF NET EARNINGS AND TOTAL CREDIT CARD SALES BY
MERCHANDISE CATEGORY.................................................................................... U9
C. PROFITABILITY OF CREDIT CARD SALES BY MERCHANDISE CATEGORY
AND USER.............................................................................................................. 50
R eproduced with perm ission of the copyright owner. Further reproduction prohibited without perm ission.
L IS T  OF CHARTS
CHART PAGE
I .  RELATIONSHIP OF VARIABLES.................................................................................. 10
R eproduced with perm ission of the copyright owner. Further reproduction prohibited without perm ission.
L IS T  OF TABLES
TABLE PAGE
I .  A ctive C re d it  Card H olders by Repayment C a te g o r y ........................ 17
I I .  Average D aily  Checking Account B alance o f In d iv id u a ls
W ithin  Each Repayment C a te g o r y ............................................................18
I I I .  C red it Card Usage During A Ten-Month P e r i o d ..................................20
IV . Average C re d it Card Usage R ate P e r I n d i v i d u a l .............................21
V. Card Usage Rate by  S e x ................................................................................. 23
V I . Amount Spent f o r  S e le c ted  Item s as a  P ercen tage  o f  T o ta l
E x p e n d itu r e s ....................................................................................................25
V II . P roduct Purchasing  Behavior by Sex and M erchandise
C a te g o ry ............................................................................................................ 26
V I I I .  C ateg o ries  by Type o f  U ser as a P e rc e n t o f  T o ta l
Expenditures by th e  P o p u la t i o n ............................................................ 27
IX. P roduct P urchasing  Behavior by Type o f  User and
M erchandise C ategory ...............................................................................  28
X. Cash Advances as  a P e rc e n t o f T o ta l E xpenditu res by
Type o f U s e r ....................................................................................................29
XI. Amount Spent f o r  S e le c te d  Item s as a  P ercen tage  o f T o ta l
E xpenditu res by Type of U s e r .................................................................30
X II . P r o f i t a b i l i t y  o f  C re d it Card S a le s  by M erchandise
C la s s i f ic a t io n  and U s e r ......................................................................... 36
X IH . S e le c te d  R e ta i l  S to re s  ^M ch Should R eceive Heavy
Prom otion f o r  H igher P r o f i t s  .............................................................. [p.
R eproduced with perm ission of the copyright owner. Further reproduction prohibited without perm ission.
CHAPTER I
INTRODUCTION
In  g e n e ra l, c r e d i t  i s  th e  power to  o b ta in  goods and s e rv ic e s  in  
exchange f o r  a prom ise to  re n d e r  a  fu tu re  e q u iv a le n t. T h is power 
r e s id e s  in  th e  p ro sp e c tiv e  buyer o r  bo rrow er, and i s  based  upon h is  
c h a r a c te r ,  c a p i t a l  and e d a c i t y ,  and i s  in f lu e n c e d  by b u s in e ss  co n d i­
t io n s .  When i t  i s  s ta te d  t h a t  the  c r e d i to r  g ra n ts  c r e d i t ,  i t  means 
t h a t  he g ra n ts  th e  c r e d i t  p r iv i le g e ;  he g ra n ts  to  th e  custom er th e  
r i g h t  to  make use o f h is  ( th e  cu sto m er's )  c r e d i t .^
C re d it o f  v a r io u s  form s i s  v e ry  p re v a le n t  to d ay . F o r exaiiç»le, 
th e  f e d e ra l  government and p r iv a te  in d u s t r ie s  use c r e d i t  by borrow ing 
money, u s u a lly  by means o f s e l l in g  t h e i r  bonds o r n o te s ; fa rm ers  and 
sm all businessm en borrow  and b ty  on c r e d i t .  In d iv id u a ls  use  consumer 
c r e d i t  to  o b ta in  goods and s e r v ic e s .
Consumer c r e d i t ,  a  fu n c tio n  o f  m arketing  th a t  f a c i l i t a t e s  con­
sumer buying , has p lay ed  an im p o rtan t r o le  in  th e  expansion o f th e  
econoity s in ce  World War H .  T o ta l consumer c r e d i t  o u ts ta n d in g  a t  
th e  end o f 19U5 was about $5,66^ m il l io n ,  and as o f  January  1 , 1970, 
$122,1i69 m il l io n ,  o r  an average annual in c re a se  o f 13 .8  p e rc e n t .^
^Clyde W illiam s P h e lp s , R e ta i l  C re d it Fundam entals ( S t .  L o u is, 
M isso u ri: N a tio n a l R e ta i l  C re d it A sso c ia tio n s , 1^^2), p .  $ .
^U. S . Bureau o f th e  Census, S t a t i s t i c a l  A b s tra c t o f  th e  U nited  
S ta te s ;  1969 (9 0 th  e d i t io n ;  W ashington, D. C .; Government P r in t in g  
O ff ic e , 1969) ,  p .  U6O; U. S . Bureau o f th e  Census, S t a t i s t i c a l  A b s tra c t 
o f  th e  U nited S t a t e s ; 1970 (9 1 s t e d i t io n ;  W ashington, D. C .; Govern­
ment P r in t in g  O ff ic e , 1970 ), p .  U ^l.
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The f i e l d  o f  consumer c r e d i t  in c lu d e s  a l l  c r e d i t  e x ten s io n s  fo r  
p e rso n a l u s e . I t  in c lu d e s  p e rso n a l lo a n s  g ran ted  to  consumers by 
commercial banks and sm all lo a n  co n pan ies , c r e d i t  g ran ted  by m erchants 
and s a le s  f in a n c e  con^anies on in s ta l lm e n t  s a le s  c o n tr a c ts ,  and the  
c r e d i t  p rov ided  by o th e r  f in a n c ia l  i n s t i t u t i o n s .  In  a d d itio n , con­
sumer c r e d i t  in c lu d e s  th e  o u ts tan d in g  deb t on charge accounts and more 
re c e n t ly  on c r e d i t  c a rd s .^  The commercial bank c r e d i t  c a rd , a  type o f 
consumer c r e d i t ,  i s  t h i s  stucfy’ s concern .
H is to ry  o f C re d it Card Development
In  th e  e a r ly  p a r t  o f th e  tw e n tie th  c en tu ry  a few h o te ls  began to  
is s u e  c r e d i t  ca rd s  to  t h e i r  re g u la r  p a tro n s , and as e a r ly  as 19114- 
la rg e  departm ent s to re s  and g a so lin e  s t a t io n  ch a in s  were is s u in g  
c a rd s .^  Then i n  th e  l a t e  t h i r t i e s ,  American Telephone and T elegraph 
p io n eered  th e  "B e ll System C re d it Card"; and s h o r t ly  th e r e a f t e r ,  bo th  
th e  r a i l r o a d s  and a i r l i n e s  came o u t w ith  t h e i r  own c r e d i t  ca rd  p la n s  
to  s o l i c i t  t r a v e le r s .
B efore 19?0, m ost c r e d i t  ca rd s  in  c i r c u la t io n  were s a le s  promo­
t io n  dev ices fo r  a p a r t i c u la r  c a rd - is su in g  o rg a n iz a tio n . In  19^0, 
however, th e  c r e d i t  c a rd  expanded from i t s  l im ite d  ro le  o f p ro v id in g
% . Lee Mathews, and John W. Slocum, J r . ,  M arketing S tr a te g ie s  
in  th e  Commercial Bank C red it Card F ie ld  (Chicago; Bank P u b lic  R ela­
t io n s  and M arketing A sso c ia tio n , 1968), p . 1 .
^Board o f G overnors, F ed e ra l Reserve ^ s te m . Bank C red it Card and 
C heck-C redit P lan s  (W ashington, D. C .: P u b lic a tio n s  S e rv ic e s , D iv is io n
o f  A d m in is tra tiv e  S e rv ic e s , F ed e ra l Reserve System, Ju ly , 1968), p . 7 .
% athew8 and Slocum, M arketing S tr a te g ie s  in  th e  Commercial Bank 
C re d it Card F ie ld ,  p .  1 .
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s e rv ic e  f o r  a  p a r t i c u l a r  o rg a n iz a tio n  and became a  b u s in e s s . The 
m u ltip u rp o se  ca rd  th a t  cou ld  be used  nationw ide  and a t  m ost ty p es  o f 
r e t a i l  o u t l e t s  em erged.^
The commercial bank m u ltipu rpose  c r e d i t  card  was in tro d u ce d  in  
1951 by th e  F ra n k lin  N a tio n a l Bank in  F ra n k lin  Square, New York. In  
th e  n e x t th re e  y e a rs  alm ost one hundred banks—p r im a r i ly  sm all ones— 
e n te re d  th e  c r e d i t  card  f i e l d .  However, about h a l f  o f th an  d isco n ­
tin u e d  th e  s e rv ic e  in  a  s h o r t  tim e because th e  expected  p r o f i t s  were 
n o t r e a l iz e d .  L i t t l e  growth occurred  in  th e  bank c r e d i t  c a rd  in d u s try  
u n t i l  19^8, vdien th e  Bank of America in tro d u ced  i t s  p la n . S ev e ra l
o th e r  la rg e  banks fo llow ed q u ic k ly , and by th e  end o f  1959 more than
7
f o r t y  banks had en te red  th e  f i e l d .  By 1969 numerous banks and bank 
a f f i l i a t e d  a s s o c ia tio n s  were is s u in g  c r e d i t  c a rd s . The two l a r g e s t  
p la n s  were Bank Americard and M aster Charge; th e  l a t t e r  i s  an i n t e r -
p
bank ca rd  a s s o c ia t io n .
The bank c r e d i t  card  in d u s try  has grown from n e a r ly  n i l  i n  th e  
e a r ly  1950’ s to  a  t o t a l  o f  1 .7  b i l l i o n  o u ts ta n d in g  card s  as o f June 30, 
1969. D uring t h i s  tim e p e rio d  th e  most s ig n i f ic a n t  growth o ccu rred  in  
th e  l a t e  I9 6 0 ’ s .  The number o u ts ta n d in g  Jan u ary  1 , 1966, was .8  b i l ­
l io n  and th e  number o f ca rd s  o u ts ta n d in g  more th an  doubled in  th e
^I b i d .
^Board o f G overnors, Bank C re d it Card and C heck-C redit P la n s ,
p .  7.
%iany banks th roughou t th e  U nited  S ta te s  have in c o ip o ra te d  t h e i r  
c r e d i t  c a rd  v e n tu re s , which en ab les  an in d iv id u a l to  use h i s  c a rd  in  
more th an  one geographic lo c a t io n .
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fo llo w in g  one and o n e -h a lf  y e a r s .
P rocedures f o r  dard  u sag e . The commercial bank c r e d i t  c a rd  p la n  
enab les  an in d iv id u a l to  o b ta in  a  p rea rran g ed  l i n e  o f  c r e d i t ,  l im i te d  
i n  amount, a v a ila b le  when th e  c a rd  i s  u sed . I t  i s  a s u b s t i tu te  f o r  
cash  to  any m erchant idio belongs to  t h a t  p a r t i c u l a r  card  p la n .  I f  an 
item  i s  o b ta in ed  w ith  th e  c r e d i t  c a rd , th e  m erchant then  d e p o s its  t h a t  
s a le s  s l i p  a t  th e  bank; th e  bank c r e d i t s  t h a t  m erch an t's  demand d e p o s it  
accoun t. The bank b i l l s  th e  consumer w ith  th e  o p tio n  to  rep ay  w ith in  
one b i l l i n g  c y c le , u s u a lly  t h i r t y  days a t  no a d d itio n a l c o s t ,  o r  to  
ex tend  th e  payments—as an in s ta l lm e n t  lo a n —over a  lo n g e r p e r io d  sub­
j e c t  to  a s e rv ic e  ch arg e .
P r o f i t a b i l i t y  o f  Bank Cards
As m entioned e a r l i e r ,  mainy banks e n te r in g  th e  c r e d i t  c a rd  f i e l d  
d u rin g  th e  e a r ly  1 9 ^ 0 's  d isco n tin u ed  t h e i r  v en tu re  because o f i n s u f f i ­
c i e n t  p r o f i t s .  Management's a b i l i t y  to  make a  c r e d i t  card  program  
lu c r a t iv e  i s  s t i l l  a problem  in  th e  1 9 7 0 's .
C re d it c a rd  ea rn in g s  c o n s is t  o f  i n t e r e s t  income and a  m erchant 
d isc o u n t f e e .  In  a d d it io n , e a rn in g s  msy be r e a l iz e d  tdien new custom ers 
a re  a t t r a c t e d  to  th e  bank by  th e  ca rd  s e r v ic e .  S ev e ra l f a c to r s  can 
a d v e rse ly  a f f e c t  th e se  e a rn in g s . F o r example, Requirem ents f o r  add i­
t io n a l  equipm ent and p e rso n n e l, lo s s e s  from  mass m ailin g  o f c a rd s , and 
c r e d i t  c o n tro l  reduces p r o f i t s .  A p r o f i t  mey n o t be r e a l iz e d  i f
% . 8 . S e n a te , U n so lic ite d  C re d it C ards, H earings b e fo re  th e  sub­
com m ittee on F in a n c ia l  I n s t i t u t i o n s  o f th e  Committee on Banking and 
C urrency, 9 1 s t C ongress, December U, 1969, Table 3, p .  31.
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m erchant s o l i c i t a t i o n  and ca rd  prom otion are  n o t e f f e c t iv e ly  c a r r ie d  
o u t .  A lso , c o isp e titio n  from o th e r  ty p es  o f c r e d i t  p la n s  such as th o se  
o f fe re d  by r e t a i l e r s ,  o i l  coxnpanies, and o th e r  fin an ce  i n s t i t u t i o n s  
can reduce e a rn in g s . As evidence of such prob lem s, a n a t io n a l  c r e d i t  
ca rd  conference was h e ld  O ctober 25-28, 1970; th e  to p ic s  o f  d is c u s s io n
were consumer accep tan ce , c r e d i t  c a rd  l e g i s l a t i o n ,  and f ra u d  p rev en -
. 10 tx o n .
E lim in a tio n , o r even re d u c tio n  o f  th e se  problem s, depends on 
id e n t i fy in g  and und ers tan d in g  tdio should  p o sse ss  th e  c a rd , how th e y  
w i l l  use  t h e i r  c a rd  and t h e i r  a t t i tu d e s  tow ard th e  p u rch asin g  o f  con­
sumer goods. 3h o th e r  w ords, an in p o r ta n t  d e term inan t o f  th e  p r o f i t ­
a b i l i t y  o f  c r e d i t  ca rd s  i s  management's a b i l i t y  to  determ ine and 
un d ers tan d  th e  t a r g e t  m arket.
I f  th e  t a r g e t  m arket f o r  c r e d i t  ca rd s  i s  w e ll d e fin ed , m arketing  
s t r a t e g i e s  can be developed to  f a c i l i t a t e  more e f f e c t iv e  and e f f i c i e n t  
channeling  o f th e  l im i te d  re s o u rc e s , c a p i t a l  and p e rso n n e l. A so p h is ­
t i c a t e d  campaign to  promote card  usage and accep tance  by b o th  m erchants 
and in d iv id u a ls  i s  f e a s ib le  w ith  adequate knowledge about th e  m arket 
p o te n t ia l  o f  consumer goods.
A m ajor s te p  in  d e f in in g  th e  m arket i s  determ in ing  th e  goods t h a t  
p eo p le  b e lie v e  a re  accep tab le  to  buy w ith  a  bank c r e d i t  c a rd . A t t i ­
tu d es  tow ard accep tab le  a r t i c l e s  to  charge can be m easured by lo o k in g  
a t  th e  item s a c tu a l ly  f in an ced  w ith  th e  c a rd . Such f in d in g s  a re  i n d i ­
c a t iv e  o f th o se  a r t i c l e s  p re s e n t ly  being  o b ta in e d , and a lso  o f th e
10 "C red it Cards S tu d ied  a t  New York M eeting ," Commercial West 
M agazine, O ctober 31, 1970, p .  l i t .
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ty p e  o f m erchandise which lo g ic a l ly  co u ld  be charged  b u t c u r r e n t ly  i s  
n o t .
T h is  in fo rm atio n  enab les th e  f irm  to  em phasize th e  fa v o ra b le  
m erchand ise . M erchants who handle  such item s can be s o l i c i t e d  and 
consumers inform ed th a t  c e r ta in  p e rc e iv e d  needs can be s a t i s f i e d  by 
sec u rin g  p a r t i c u l a r  a r t i c l e s  w ith  a  bank c r e d i t  c a rd . F urtherm ore , 
a  bank can then  f in d  o u t -vhy seem ingly accep tab le  m erchandise i s  n o t 
be in g  charged .
A number o f  p o s s ib le  custom er groupings by in d iv id u a l  c h a ra c te r ­
i s t i c s  can be used  in  analyzing  p u rch asin g  b e h a v io rs . One c h a r a c te r ­
i s t i c  which w i l l  a id  i n  the  e s ta b lish m e n t o f m arket s t r a te g i e s  i s  th e  
u s e r 's  repaym ent p a t t e r n .
Purpose o f  th e  Study
O b je c tiv es  o f  t h i s  s tu d y  were; (1) to  analyze the consumer b e ­
h a v io r  o f  bank c r e d i t  ca rd  h o ld e rs  in  M ss o u la  County, Montana; and 
(2) to  determ ine what ty p es  o f pu rch ases  o b ta in ed  w ith  bank c r e d i t  
ca rd s  a re  m ost p r o f i t a b l e  f o r  th e  bank.
More s p e c i f i c a l ly ,  th e  stucfy d e fin ed  th e  r e la t io n s h ip  between 
p r o f i t a b i l i t y  and consumer b eh av io r by lo o k in g  a t :  (1) repaym ent
b e h a v io r , (2) usage r a t e ,  and (3) i to n s  pu rch ased . The f in d in g s  were 
used to  d is c u s s  m arketing  s t r a t e g i e s  f o r  bank c r e d i t  c a rd s .
Two m ajor repayment p a t te r n s  were in s ta l lm e n t  and convenience.
An a c t iv e  c r e d i t  c a rd  h o ld e r 's  repaym ent p a t te r n  was determ ined by 
u sin g  th e  fo llo w in g  d e f in i t io n s .  In s ta llm e n t u se rs  were th o se  account 
h o ld e rs  e le c t in g  to  p ^  a  minimum amount and pay  th e  i n t e r e s t  charges
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on th e  unpaid  b a lan c e . The o th e r  repaym ent p a t te r n  i s  a s s o c ia te d  w ith  
th o se  c a rd  h o ld e rs  who p a id  t h e i r  b a lan ce  o f f  w ith in  one b i l l i n g  c y c le ; 
th e se  custom ers use  th e  card  in  l i e u  o f  cash  as a  conven ien t f in a n c e  
in s tru m e n t and are  id e n t i f i e d  as convenience u s e r s . In d iv id u a l re p a y ­
ment p a t te r n s  and o th e r  fu n c tio n s  o f consumer behav io r were found to  
be a f f e c te d  by s o c ia l  c la s s  membership.
For example, W. Lloyd Warner re p o r te d  t h a t  m iddle s o c ia l  c la s s  
consumer b eh av io r i s  s ig n i f i c a n t ly  d i f f e r e n t  from th a t  o f  th e  low er 
s o c ia l  c la s s e s ,  and what each buys, and where each b iy s  r e f l e c t s  d i f ­
f e r e n t  economic and sym bolic v a l u e s . A s  ev id en ce , M athew's and
Slocum 's s tu d y  on bank c r e d i t  ca rd s  in d ic a te d  t h a t  repaym ent p a t te r n s
12v a ry  acco rd ing  to  s o c ia l  c la s s  membership. Members o f th e  low er 
s o c ia l  c la s s e s  used  t h e i r  c r e d i t  ca rd s  p r im a r i ly  f o r  in s ta l lm e n t  f i ­
n an c in g , and th e  h ig h e r the  s o c ia l  c la s s  th e  sm a lle r  th e  p e rc e n t o f
10
in d iv id u a ls  employing th e  c a rd  f o r  in s ta l lm e n t  f in a n c in g . I t  a lso  
appeared th a t  consumers w ith  th e  in s ta l lm e n t  lo an  repaym ent p a t te r n s  
used t h e i r  card  more o f te n  and p re fe r re d  to  purchase  consumer d u rab le  
m erchandise such as a p p lia n c e s , f u r n i tu r e ,  and c lo th in g . W hile con­
ven ience  u se rs  a lso  had a  fa v o ra b le  a t t i t u d e  tow ard consumer d u ra b le s , 
t h i s  group f e l t  t h a t  g a so lin e , r e s ta u r a n t  expenses, e n te r ta in m e n t,
Lloyd W arner, Democracy i n  J o n e s v i l le  (New York: H arper and
B ro th e rs , 19h9), quoted in  H. Lee Mathews and John W. Slocum, M arketing 
S t r a te g ie s  i n  th e  Commercial Bank C re d it  Card F ie ld ,  p p . 6 -7 .
1 9Mathews and Slocum, M arketing S tr a te g ie s  i n  th e  Commercial Bank 
C re d it Card F ie ld ,  pp . 17-29.
^^O ccupation and ed u ca tio n  determ ined  s o c ia l  c la s s  membership.
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g ro c e r ie s  and hobbies were more accep tab le  goods to  charge than  d id  
in s ta l lm e n t  u s e r s .
I t  was beyond th e  scope o f t h i s  stucfy to  determ ine td iich  en v iro n ­
m en ta l f a c to r s  a f fe c te d  th e  consumer b eh av io r o f a  p a r t i c u l a r  bank’ s 
c r e d i t  ca rd  u s e r s .  The e f f e c t s  t h a t  s o c ia l  c la s s  membership have on 
c r e d i t  c a rd  usage a re  p re se n te d  to  g ive an example o f th e  v a r ia b le s  
in f lu e n c in g  consumer beh av io r and to  j u s t i f y  th e  d esig n  o f  t h i s  s tu d y .
The rem ainder o f t h i s  s tu d y : ( l )  analyzes consumer b eh av io r o f
c r e d i t  c a rd  h o ld e rs ; (2) r e l a t e s  t h a t  b eh av io r to  p r o f i t a b i l i t y  o f  bank 
c r e d i t  c a rd s ; and (3) p re s e n ts  some m arketing  in p l ic a t io n s  o f  th e  f in d ­
in g s .
C hapter two d e sc r ib e s  th e  ty p es  o f  d a ta  examined, d esig n  o f  th e  
stu (fy , m ethodology, and p ro b lo n s  t h i s  re s e a rc h  poses in  a reas  such as 
measurement and c l a s s i f i c a t i o n .
C hapter th re e  i s  devoted to  th e  a n a ly s is  o f consumer beh av io r 
p a t t e r n s .  S p e c i f ic a l ly ,  d a ta  on repaym ent b e h a v io r , card  usage r a t e  
and item s pu rchased  a re  p re s e n te d , p lu s  two demographic c h a r a c te r i s ­
t i c s  o f  th e  ca rd  h o ld e rs : average d a i ly  checking account b a la n c e , and
sex .
C hapter fo u r  shows th e  e f f e c t s  o f consumer p u rch asin g  h a b i ts  on 
th e  p r o f i t a b i l i t y  o f  bank c r e d i t  c a rd s . And f i n a l l y ,  th e  m arketing  
im p lic a tio n s  of th e se  f in d in g s  a re  p re se n te d .
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CHAPTER H  
RESEARCH METHODOLOGY
The u n iv e rse  f o r  th e  s tu d y  c o n s is te d  o f æ t iv e  commercial bank 
c r e d i t  c a rd  h o ld e rs  o f one lo c a l  bank i n  If is so u la , îfon tana .^^  A 
random sample o f  318 a c tiv e  accounts was drawn from th e  re c o rd s  o f 
t h i s  f irm ; from th e  accounts sampled 2,739 s a le s  s l i p s  were examined.
S ev e ra l f a c to r s  should  be n o ted  about th e  sam ple. F i r s t ,  th e  
bank c r e d i t  card  p la n  s t a r t e d  o p e ra tio n s  in  Septem ber, 1969; th e  d a ta  
were o b ta in ed  from th e  f i r s t  te n  months o f o p e ra tio n s , September 1 , 
1969- June 30, 1970. Secondly, because o f  th e  v e n tu re ’ s s h o r t  e x is ­
te n c e , consumers were a p t to  be u n fa m ilia r  w ith  th e  card  and th e re fo re  
in c l in e d  n o t to  u se  i t .  T h ird ly , p a s t  ex p erience  by  o th e r  banks in d i ­
c a te s  t h a t  bad deb t c h a rg e -o ffs  were h ig h e r during  th e  f i r s t  y e a r o f  
o p e ra tio n s . This ifas p ro b ab ly  because borrow ers who lack ed  th e  power 
to  repay  t h e i r  lo a n s  were is su e d  c a rd s . As a consequence, an u n u su a lly  
h igh  number o f d e lin q u e n t accounts was ex p erien ced .^^  F in a l ly ,  Ju ly  
and A ugust were n o t in c lu d ed  in  th e  study; as a r e s u l t ,  th e  sea so n a l 
pu rch asin g  h a b its  f o r  th o se  two months were n o t  examined.
G en era lly , as th e  c r e d i t  c a rd  ga in s acceptance w ith  m erchants and 
w ith th e  p u b lic ,  ty p es  o f m erchants honoring th e  ca rd  p la n  and p a t te r n
a t
15,
q u a lify  as an a c tiv e  ca rd  h o ld e r , th e  c a rd  must have been 
used  l e a s t  once s in ce  i t  was is su e d .
Board o f G overnors, F ed e ra l Reserve System, Bank C red it-C ard  
and C heck-C redit P la n s , p . 31•
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o f c a rd  use by th e  p u b lic  w ill  change. T h e re fo re , th e se  f in d in g s  may 
n o t  compare w ith  th o se  o f o th e r  s tu d ie s ,  n o r w i l l  th e y  n e c e s s a r i ly  
rem ain unchanged f o r  any extended p e r io d  o f tim e .
F or th e  purpose o f  t h i s  s tu d y , consumer b eh av io r was made up o f 
th re e  p a r t s :  repaym ent p a t te r n s ,  usage r a t e ,  and item s p u rch ased .
As d iscu ssed  in  th e  f i r s t  c h u t e r ,  repaym ent p a t te r n s  were used as 
c r i t e r i a  f o r  c la s s i f y in g  consum ers. T h is method o f  c l a s s i f i c a t i o n  
enab led  th e  bank to  determ ine th e  r e la t io n s h ip  betw een p r o f i t a b i l i t y  
and consumer b eh av io r . S ince  extended repaym ent p a t te r n s  ( in s ta l lm e n t  
lo a n s )  were g e n e ra lly  more p r o f i t a b l e ,  repayment h a b i ts  (w ill in g n e s s  
o r  a b i l i t y  to  repay) can be used  in  i s o la t in g  th e  r e la t io n s h ip  between 
ea rn in g s  and consumer b e h a v io r . R e levan t l i t e r a t u r e  in d ic a te s  th a t  
s o c ia l  c la s s  membership a lso  s ig n i f i c a n t ly  a f f e c ts  consumer p u rch asin g  
b eh av io r , b u t t h i s  f a c to r  l i e s  beyond th e  scope o f  t h i s  s tu d y .
V a ria b le s  A ffe c tin g  P r o f i t a b i l i t y
Assuming t h a t  th e re  i s  r e la t io n s h ip  between a  consum er's buying 
p a t te r n  and p r o f i t  f o r  a bank, th e  v a r ia b le s  were c l a s s i f i e d  as f o l ­
low s; Independent v a r ia b le :  consumer p u rch asin g  behav io r c o n s is t in g
o f (1) repaym ent p a t t e r n s ,  (2 ) c a rd  usage r a t e ,  and (3) item s purchased ; 
dependent v a r ia b le :  p r o f i t .  C hart I  shows th e  r e la t io n s h ip  between
th e  v a r ia b le s .
CHART I  
RELATIONSHIP OF VARIABLES 
Dependent V a riab le  Independent V a riab le
P r o f i t  f(Consumer p u rch asin g  b eh av io r)
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D e fin itio n  o f  repaym ent p a t t e r n s . As m entioned p re v io u s ly , a 
card  h o ld e r msy use h i s  card  f o r  t w  re a so n s—convenience o r  i n s t a l l ­
ment f in a n c in g — and th e  consum er's buying h a b i ts  s ig n i f i c a n t ly  a f f e c t  
card  u sage . To analyze th e  ca rd  h o ld e r 's  b ty in g  b e h av io r , i t  was 
n e ce ssa ry  to  d e fin e  th e  te rm s , in s ta l lm e n t  and convenience, i n  such a 
way th a t  would enab le  one to  draw some m eaningful co n c lu s io n s .
In s ta llm e n t u s e rs  were d iv id e d  in to  fo u r  c a te g o r ie s .  These fo u r  
in s ta l lm e n t  c a te g o r ie s  were; ( l )  card  h o ld e rs  who had g en era ted  a t  
l e a s t  $30 of i n t e r e s t  charges; (2) card  h o ld e rs  lâïo had been charged 
some i n t e r e s t  b u t l e s s  th an  $ 30; ( 3) ca rd  h o ld e rs  who were " p a s t  due ,"  
t h a t  i s ,  p eop le  >4io had n o t made a  payment f o r  30 days, b u t were s t i l l  
l e s s  th an  60 days p a s t  due; and (U) ca rd  h o ld e rs  who were in  " a r r e a r s ,"  
th o se  who had n o t  made a  payment f o r  a t  l e a s t  60 days. The convenience 
u se rs  ca teg o ry  c o n s is te d  o f th o se  account h o ld e rs  who had n o t  p a id  any 
i n t e r e s t  charges from January  1 , 1970 to  June 30, 1970. ( i t  should  be 
n o ted  t h a t  between September 1 and December 31, 1969, some i n t e r e s t  
was p ro b ab ly  g e n e ra te d , b u t d a ta  p e r ta in in g  to  i n t e r e s t  charges during  
t h i s  tim e were n o t a v a ila b le .  T h e re fo re , a l l  accounts i n  th e  sanp le  
p o p u la tio n  w r e  c a te g o riz e d  by  look ing  a t  t h e i r  repaym ent p a t te r n s  f o r  
s ix  m onths, January  1 , 1970 to  June 30, 1970 .)
The v a rio u s  c a te g o r ie s  were designed  to  avoid having one account 
f a l l  in to  more th an  one c a te g o ry . Convenience u s e rs  could  n o t  a lso  be 
in s ta l lm e n t  u se rs  because i f  a  consumer had i n t e r e s t  charges he would 
n o t q u a lify  f o r  th e  form er c a te g o ry . Nor would i t  be p o s s ib le  f o r  an 
account to  be in  e i th e r  th e  " p a s t due" o r  " a r re a r s "  ca teg o ry  and in  
one o f th e  o th e r  tvro in s ta l lm e n t g ro u p in g s, th e  reaso n  being  i f  an
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account as of June 30» 1970, was in  one o f th e  form er groTÇ)s, i t  was 
a u to m a tic a lly  b a rre d  from th e  l a t t e r .
W ith t h i s  repaym ent c l a s s i f i c a t i o n ,  com parison was p o s s ib le  n o t 
on ly  among th e  c a te g o r ie s ,  b u t  a ls o ,  each group could  be compared to  
th e  t o t a l  sample p o p u la tio n  ( a c tu a l  o r e s tim a te d  t o t a l s ) .  Comparisons 
were made by w eigh ting  each c a te g o ry  sampled as a p ro p o r tio n  o f a l l  
g ro tp s  sam ples ( t o t a l  sanp le  p o p u la t io n ) .  In  most c a se s , a  t o t a l  
p o p u la tio n  such as th e  t o t a l  number o f s a le s  s l ip s  in  a c a te g o ry  was 
n o t known; th e re fo re ,  an e s tim a te  had to  be p ro je c te d .
Exam ination o f  p u rc h a se s . In fo rm a tio n  p e r ta in in g  to  th e  item s a 
consumer purchased  and h i s  c a rd  usage r a t e  was found by exam ining each 
s a le s  s l i p  f o r  th e  fo llo w in g  in fo rm a tio n : ( l )  who made th e  t r a n s a c t io n
(man o r woman); (2 ) th e  d o l la r  amount o f  th e  a r t i c l e ;  (3) th e  item  ac­
q u ire d . The m erchandise charged was determ ined  e i th e r  by th e  type o f 
s to re  ( c lo th in g , hardw are, e t c . )  o r  th e  d e s c r ip t io n  of th e  a r t i c l e .  
These f in d in g s  were then  c l a s s i f i e d  in to  one o f $0 m erchandise c a te ­
g o r ie s  ran g in g  from a i r  t r a n s p o r ta t io n ,  m en's sp p a re l and a c c e s s o r ie s ,  
wigs and tra n s fo rm a tio n s , to  cash  advances. The f i n a l  assessm ent d id  
n o t c o n s is t  o f a  d e ta i le d  a n a ly s is  f o r  a l l  50 c a te g o r ie s ,  b u t in s te a d  
on ly  th o se  ty p es  o f  pu rch ases  t h a t  seemed to  be s ig n i f ic a n t  an d /o r most 
d i r e c t  i n  a f f e c t in g  p r o f i t a b i l i t y .
I t  should  be n o ted  th a t  the  s a le s  s l i p s  examined were f o r  charges 
between Septem ber 1 , 1969 to  June 30, 1970. A dm itted ly , as p re v io u s ly  
m entioned , repaym ent g ro ip s  were c a te g o r iz e d  by i n t e r e s t  accum ulated 
from January  1 , 1970 to  June 30, 1970; th u s  some charges examined f o r  
th e  f i r s t  th re e  months (September-December) by  convenience u s e rs  cou ld
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have g en era ted  i n t e r e s t ,  p a r t i c u l a r l y  cash  advances. But i n  o rd e r  to  
in c o rp o ra te  seaso n a l p u rchasing  h a b i t s ,  a r t i c l e s  a cq u ired  du rin g  th e se  
months had to  be in c lu d ed .
M easuring P r o f i t a b i l i t y
The fo llo w in g  method was d ev ised  to  determ ine th e  m ost lu c r a t iv e  
ty p es  o f  p u rc h a se s . On a p e r  s a le s  s l i p  b a s is ,  th e  n e t  e a rn in g s  gen­
e ra te d  by each type o f  u s e r  in  each m erchandise c a teg o ry  was de term ined , 
u s in g  th e  form ula
E = I  + D -  C
where E = n e t  e a rn in g s  o b ta in ed  p e r  s a le s  s l i p  
I  = i n t e r e s t  income 
D = m erchant d isc o u n t 
C = v a r ia b le  expenses
F urtherm ore , each f a c to r  in  th e  fo rm ula  ( E = I  + D -  C) was, in  
tu r n ,  based  on a p a r t i c u l a r  fo rm u la  o r  method. The fo rm ula  f o r  d e te r ­
m ining i n t e r e s t  income p e r  s a le  ( l )  was
I  - s s /n
where I  = average i n t e r e s t  income p e r  s a le s  s l i p
f o r  a  g iven  m erchandise ca te g o ry  t y  ty p e  
o f  in s ta l lm e n t  u s e r
i  = average i n t e r e s t  income p e r  account each 
^  month by iype  o f in s ta l lm e n t u s e r
djjj = amount sp en t in  each m erchandise c a te g o ry  
as a  p e rcen tag e  o f  t o t a l  e x p en d itu re s  by 
type  o f  in s ta l lm e n t u se r
s s  = average number o f  s a le s  s l ip s  p e r  month 
f o r  a  g iven  m erchandise c a teg o ry
n = sample s iz e  o f  account h o ld e rs  i n  a 
p a r t i c u l a r  in s ta l lm e n t ca teg o ry
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The i n t e r e s t  income form ula  evolved from th e  id e a  t h a t  i t  was 
determ ined  by th e  d o l la r  amount o f c r e d i t  c a rd  s a l e s .  T h e re fo re , i f  
th e  t o t a l  i n t e r e s t  earned  p e r accoun t and th e  t o t a l  amount sp en t in  
each m erchandise ca teg o ry  were known during  a c e r ta in  tim e p e r io d , one 
could  a l lo c a te  i n t e r e s t  income p e r  account to  each m erchandise c a te ­
gory (ig^.djg). And i f  th e  average number o f s a le s  p e r  account in  each 
m erchandise ca teg o ry  during  t h a t  tim e p e r io d  were known ( s s / n ) ,  then  
i n t e r e s t  earned  p e r  account d iv id e d  t y  th e  number o f  s a le s  p e r  account 
would r e s u l t  in  i n t e r e s t  income p e r  s a le s  s l i p .
The m erchant d isco u n t, f a c to r  (D ), was equal to  3 p e rc e n t  o f  th e  
purchase  p r ic e  p e r  item , excep t f o r  a cash  advance. Cash advances ob­
ta in a b le  o n ly  a t  a  bank w ere, in  t h i s  s tu d y , charged  a f e e  o f U p e rc e n t 
(minimum $U-00, maximum $ 1 ^ .0 0 ) . T h is fe e  covered i n t e r e s t  expense f o r  
th e  f i r s t  month.
The form ula used  f o r  de term in ing  f a c to r  (O), c o s t:
C = H +c e
where C = v a r ia b le  expense p e r  s a le s  s l i p
He = e s tim a te d  h an d lin g  c o s ts  p e r  s a le s  s l ip  
Be = bad d eb t expense p e r  s a le s  s l i p
H andling c o s ts  had to  be e s tim a te d  because th e  bank f a i l e d  to  keep 
th e  n e ce ssa ry  d e ta i le d  c o s t  re c o rd s  such as computer p ro c e ss in g  expense. 
A method dev ised  by an in te r-b a n k  a s s o c ia tio n  was used  f o r  e s tim a tin g  
th e  v a r ia b le  expense. The form ula  was
^c “ *̂ a ^c
where He = e s tim a te d  han d lin g  c o s t  p e r  s a le s  s l ip
dg. -  1 p e rc e n t  o f  th e  d o l la r  amount o f each 
purchase
fe  = an expense of 1^ c e n ts  p e r  s a le s  s l ip
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A ll  accounts in  a r re a r s  as o f June 30, 1970, t h a t  were w r i t te n  
o f f  as bad deb t expenses p r io r  to  November 1 , 1970, were used  to  
determ ine th e  t o t a l  bad deb t expense. Bad deb t expenses (Bg) were 
th en  a l lo c a te d  to  each m erchandise c a te g o ry .
P r o f i t a b i l i t y  was co n sid e red  a  fu n c tio n  o f consumer p u rch asin g  
b eh av io r . Convenience and in s ta l lm e n t  u s e rs  made tp  th e  a c t iv e  ca rd  
h o ld e rs  p o p u la tio n . In s ta l lm e n t u s e rs  were d iv id ed  in to  th e  " a t  l e a s t  
$30 ," " le s s  than  $30," " p a s t due ,"  and " a r re a r s "  c a te g o r ie s .  Each 
purchase  was c l a s s i f i e d  in to  one o f $0 m erchandise c a te g o r ie s  rang ing  
from a i r  t r a n s p o r ta t io n ,  m en's ap p a re l and a c c e s s o r ie s ,  wigs and t r a n s ­
fo rm a tio n s , to  cash  advances.
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CHAPTER I I I  
CONSUMER PURCHASING BEHAVIOR
Consumer p u rch asin g  b eh av io r o f  c r e d i t  ca rd  h o ld e rs  was examined 
by c o n c e n tra tin g  on th re e  a re a s :  (1) repaym ent p a t t e r n s ,  (2) card
usage r a t e ,  and (3) item s p u rch ased . By examining th e se  fu n c tio n s  o f 
consumer b eh av io r and r e l a t i n g  th e  f in d in g s  to  income accrued  by th e  
c r e d i t  c a rd  v e n tu re , more e f f e c t iv e  m arketing  s t r a te g ie s  can be d ev e l­
oped.
Repayment P a t te rn s
B a s ic a l ly ,  o n e 's  repaym ent b eh av io r depends on h is  a t t i tu d e  tow ard 
sav ings and consum ption. T his a t t i t u d e  i s  a f fe c te d  by th e  a b i l i t y  to  
pay and by env ironm ental f a c to r s ,  such as s o c ia l  c la s s  membership.
The t o t a l  number o f  a c tiv e  c r e d i t  c a rd  h o ld e rs  i s  p re s e n te d  in  
T able I .  Card usage was q u ite  e q u a lly  d iv id ed  among convenience u se rs  
(5 0 .3  p e rc e n t)  and in s ta l lm e n t u s e r s  (U9.7 p e r c e n t) .  The d a ta  in d ic a te d  
th a t  numerous in d iv id u a ls  d id  n o t need  th e  ca rd  as an in s ta l lm e n t  f i ­
nancing dev ice  o r  were n o t w il l in g  to  "over spend" in  t h a t  p e r io d , th u s  
th e y  were convenience u s e r s .  These peop le  had the  a b i l i t y  to  d e fe r  
g r a t i f i c a t i o n .
A pproxim ately h a l f  o f th e  u s e r s  viewed th e  bank c r e d i t  ca rd  as a  
source o f funds to  be used as a  ty p e  o f  in s ta l lm e n t lo a n . In  th e  eco­
nomic sen se , f o r  th e se  consumers to  o b ta in  goods and s e rv ic e s  immedi­
a te ly ,  i t  was w orth th e  i n t e r e s t  charged . Thus, th e  sum o f  th e  u t i l i ­
t i e s  gained  cou ld  have in c lu d ed  b o th  t h a t  o f  th e  p ro d u c t and th a t  o f
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TABLE I
ACTIVE CREDIT GARD HOLDERS B ï REPAYMENT CATEGORY
Repayment
C ategory
T o ta l Number o f 
A ctive  Accounts
P e rc e n t o f 
T o ta l
Convenience 1 ,071* 5 0 .3
In s ta l lm e n t 1,058 U9.7
L ess than  $30 77h 36 .14
At L e a s t $30 85 U.o
P a s t  Die 135 6 .3
'' A rre a rs 6U 3.0
T o ta ls 2,129 100.0
^ The t o t a l  nimber o f convenience u se rs  was determ ined by  randomly 
sam pling l5  o f 63 pages co n ta in in g  in a c t iv e  and a c t iv e  a cc o u n ts . The 
mean number o f convenience u se rs  on each page was 17; t h i s  average 
tim es 63 ( th e  t o t a l  number o f pages) eq u a ls  the  t o t a l  e s tim a te d  number 
o f  convenience accounts (1 ,0 7 1 ) .
u s in g  th e  p ro d u c t p r io r  to  th e ,t im e  when i t  could o th erw ise  be o b ta in ed  
th rough  a  cash p u rch ase . T h e re fo re , c r e d i t  ca rd s  c re a te d  f o r  some i n ­
d iv id u a ls  an i d e n t i f i a b le  v a lu e  which m ight be c a l le d  "p o sse ss io n
16
u t i l i t y . "  In  red u c in g  th e  gap between d e s ire d  needs and th e  p re s e n t 
a b i l i t y  to  o b ta in  them, some consumers were fo rc e d  to  use c r e d i t .
Among in s ta l lm e n t u se rs  a l i t t l e  over 73 p e rc e n t  used t h e i r  ca rd  
on a l im ite d  b a s i s ,  w hile  8 p e rc e n t used t h e i r  card  e x te n s iv e ly  f o r
^^R obert B a r te l ,  "C re d it Management as a  M arketing F u n c tio n ,"  
Jo u rn a l o f M arketing , 26 (3 ):60  ( J u ly ,  196ii).
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in s ta l lm e n t lo an  f in a n c in g . W ithin  th e  d e lin q u e n t acco u n ts , th e  
" p a s t due" ca teg o ry  re p re se n te d  alm ost 13 p e rc e n t o f a l l  in s ta l lm e n t 
f in a n c in g , and 6 p e rc e n t were in  th e  " a r r e a r s "  c a te g o ry .
About 6 l p e rc e n t o f th e  in s ta l lm e n t u s e rs  ( th o se  in  th e  " le s s  than  
$30" and th e  " a t  l e a s t  $30" c a te g o r ie s )  managed t h e i r  money w e ll enough 
to  make a t  l e a s t  a  minimum paym ent. In  c o n t r a s t ,  presum able maqy o f  th e  
rem ain ing  19 p e rc e n t bought more m erchandise th an  th ey  cou ld  pay f o r .
Checking account b a lan ces  o f card  u s e r s . W ith re s p e c t to  repay ­
ment behavior^ an id e n t i fy in g  c h a r a c te r i s t i c  was found in  th e  form o f 
th e  average d a i ly  checking account b a l a n c e A s  Table I I  in d ic a te s ,  
th e re  seemed to  be a  d i r e c t  r e la t io n s h ip  between th e  a b i l i t y  to  pay 
cash and th e  amount o f  money in  th e  in d iv id u a l 's  checking accoun t.
TABLE I I
AVERAGE DAILY CHECKING ACCOUNT BALANCE OF INDIVIDUALS 
WITHIN EACH REPAYMENT CATEGORY
Repayment Category
Average D aily  
Checking Account Balance 
(d o l la r s )
Convenience $27.00
In s ta llm e n t 380.00
Less th an  $30 k3$.00
At L east $30 28U.OO
P a s t Due 2U6.00
A rrea rs 127.00
l?T he average d a i ly  checking account b a lan ce  r e f e r s  to  th e  h i s to r y  
o f  o n e 's  account w hile  w ith  t h i s  p a r t i c u la r  bank.
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Convenience u se rs  had an average d a i ly  b a lan ce  o f  $^27.00 in  t h e i r  
checking accoun ts; in s ta l lm e n t u se rs  had $380.00. Consumers u s in g  
t h e i r  c a rd  th e  m ost f o r  in s ta l lm e n t  f in a n c in g  and in d iv id u a ls  f a i l i n g  
to  make t h e i r  paym ents m th in  one b i l l i n g  c y c le  on th e  average had, 
in  descending o rd e r ,  th e  l e a s t  amounts i n  t h e i r  checking acco u n ts .
I t  sh o u ld  be p o in te d  o u t t h a t  th e  f ig u r e  re p re se n tin g  each rep ay ­
ment c a te g o ry  wàs c a lc u la te d  by f in d in g  th e  mean checking account b a l ­
ance and, th e re fo re ,  msy be m islesu iing . F o r example, th e  convenience 
u se rs  SIS a  g ro tp  had a mean checking account ba lan ce  of $527.00; ■within 
t h i s  group alm ost 19 p e rc e n t were com prised o f  ba lan ces  l e s s  th an  $200. 
And in d iv id u a ls  in  th e  " a t  l e a s t  $30" c a te g o ry , th o se  most o f te n  u sing  
th e  card  as an in s ta l lm e n t  f in a n c in g  d e v ice , as a  groiç» had a  mean 
checking account o f $ 28U.OO; however, over 15 p e rc e n t o f  t h e i r  check­
in g  accounts co n ta in ed  a t  l e a s t  $500 .00 .
C re d it Card Usage P a tte rn s
As a  grotç), in s ta l lm e n t u s e r s —du rin g  a  ten-m onth p e r io d —used  
t h e i r  c r e d i t  c a rd  more o f te n  and borrowed more funds than  d id  conven i­
ence u se rs  (T able  I I I ) . The form er groxç> accounted f o r  71 p e rc e n t  o f 
a l l  ex p en d itu res  and over 5U p e rc e n t o f  a l l  p u rc h a se s , xdiile th e  l a t t e r  
type o f  u s e r  charged  29 p e rc e n t o f  a l l  ex p en d itu res  and n e a r ly  h6 p e r ­
c e n t  o f th e  p u rc h a se s . In s ta llm e n t u s e r s —exclud ing  th e  " a r re a r s "  
group because i t  co n ta in ed  a l l  th e  bad d eb t expenses—accounted f o r  
n e a r ly  65 p e rc e n t  o f  a l l  funds and alm ost Ii8 p e rc e n t o f th e  t o t a l  
ch arg es . These f in d in g s  show th a t  in s ta l lm e n t  u s e r s ,  in c lu d in g  o r 
exclud ing  th e  " a r r e a r s "  c a te g o ry , accounted f o r  th e  bulk  o f th e  d o l la r  
volume w ith in  th e  b a n k 's  c r e d i t  c a rd  m arke t.
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TABLE I I I
CREDIT GARD USAGE DURING A TEN-MONTH PEKECD”
Repayment
C ategory
T o ta l E stim ated 
D o lla rs  Spent 
by P o p u la tio n
P e rcen t
of
T o ta l
T o ta l E stim ated  
Number o f P u r­
chases by Pop­
u la t io n
P e rc e n t
o f
T o ta l
Convenience ~ 131,916 29.0 10,308 L3.6
In s ta l lm e n t 372,213 71 .0 12,318 31+.1+
L ess than  $30 223,622 1+2.7 7,121+ 30.9
At l e a s t  $30 78.313 IU .9 2,336 1 0 .2
P a s t  due 37,831 7 .2 1,333 6 .8
A rre a rs 32,U77 6 .2 1,L83 6 .3
T o ta l 32U,189 100.0 28,026 100.0
^ See Appendix A f o r  c o n fu ta t io n s .
A d d itio n a l in fo rm a tio n  re g a rd in g  c a rd  usage i s  p re se n te d  in  T able 
IV , The average purchase  by an in s ta l lm e n t  u se r  was $ 2 9 .7U and w ith  
t h i s  bank’s c r e d i t  c a rd  he o b ta in e d  an average o f 1 .18 a r t i c l e s  a 
month. In  co itfa riso n , each convenience u se r  sp en t about $ lii.U 6 on 
every  p u rchase  and charged l e s s  th a n  one item  (.9 8 ) each month. These 
f in d in g s  in d ic a te  t h a t  in s ta l lm e n t  u se rs  bought o n ly  a few  more item s 
p e r  month th an  convenience u s e r s ,  b u t t h e i r  c o s t  p e r  item  was s i g n i f i ­
c a n t ly  g r e a te r .  D ata o f t h i s  k in d  s t f p o r t  th e  id e a  th a t  consumers 
w ith  d i f f e r e n t  repaym ent p a t te r n s  a lso  have d i f f e r e n t  ca rd  usage 
b e h a v io r .
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TABLE 17
AVERAGE CREDIT GARD USAGE RATE PER INDIVIDUAL
Repayment
C ategory
Average Amount Spent 
on Each Purchase 
( d o l la r s )
Average Number o f 
P urchases P e r Account 
Each Month
Convenience s 1U.U6 .98
In s ta l lm e n t 29.71 1 .18
Less th an  $30 3L.39 .92
A t l e a s t  $30 33.87 2.77
P a s t due 2L.36 1 .15
A rrea rs 21.87 2.32
In  examining th e  in s ta l lm e n t  c a te g o r ie s  from Table 17, i t  should  
be no ted  t h a t  in d iv id u a ls  who g en era ted  the  most i n t e r e s t  w ith in  a 
six-m onth p e r io d  (th o se  in  th e " a t  l e a s t  $30*categ o ry ) a ls o ,  on th e  
average , bought more a r t i c l e s  (2 .77  p e r  month) and p a id  l a r g e r  amounts, 
alm ost $3U, f o r  each p u rch ase . In  c o n t r a s t ,  a lthough in d iv id u a ls  in  
th e  " le s s  th an  $30" group, on th e  average , bought item s c o s tin g  over 
$31, th ey  used  t h e i r  card  l e s s  than  once a month. F in a l ly ,  among th e  
d e lin q u e n t c a te g o r ie s ,  e s p e c ia l ly  th e  "arrears '*  c a teg o ry , consumers 
had charged q u ite  e x te n s iv e ly . Each " a r re a r s "  u se r  charged about $22 
p e r  item  and purchased  about 2 .32 item s a  month.
Card usage p a t te r n s  by s e x . CLosely a s so c ia te d  w ith  th e  u se  o f 
th e  bank c r e d i t  ca rd  as a  f in a n c in g  dev ice  i s  th e  ro le  p lsy e d  by male 
and fa n  a le  in  group o r  fam ily  d e c is io n  making. Kenkel p roposed  th a t
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i n  the  U nited S ta te s  men have more in f lu e n c e  in  a c tu a l ly  "d ec id in g "  to
1 Abuy and concluding  th e  s a le .  The fem ale , in  c o n t r a s t ,  seem ingly  i s  
more concerned w ith  "su g g es tin g "  p u rc h a se s . The p ro p o s i t io n , i f  v a l id ,  
in d ic a te s  th a t  th e  male w i l l  more l i k e l y  decide  t h a t  in s tru m e n t w i l l  
be used  to  fin a n c e  a p u rch ase .
In  t h i s  s tu (ÿ ,  w hether a  male o r  fem ale fin a n c ed  an a r t i c l e  w ith  
a  bank c r e d i t  c a rd  whs determ ined  by examining each s a le s  s l i p .  The 
s ig n a tu re  on th e  s a le s  s l i p  was used  as th e  c r i t e r io n  and i t  was a s ­
sumed th a t  whoever charged th e  a r t i c l e  s igned  h is  o r  h e r name.
The f in d in g s  in  Table V su g g es t t h a t  th e  card  was used  m ain ly  by 
men. On the  average , m ales used  t h e i r  ca rd s  more o f te n  and charged  
more expensive item s; th ey  accounted f o r  alm ost 72 p e rc e n t o f  t o t a l  
e x p e n d itu re s .
I t  should be e ijçhasized  th a t  from t h i s  in fo rm atio n  one can n o t 
deduce th a t  m ales in  g e n e ra l conclude more s a le s  than  do fem a les , a l ­
though such a b ehav io r may be th e  c a se . The in fo rm atio n  seems to  p o in t  
o u t th a t  th e re  a re  more a c c e p ta b le  a r t i c l e s  to  charge by men, a t  l e a s t  
in  t h i s  lo c a l e .  I t  may be more co n v en ien t f o r  men than  f o r  women to  
f in a n c e  w ith  a  bank c r e d i t  c a rd .
l% i l l i a m  K enkel, "F a n ily  I n te r a c t io n  in  Decision-M aking on 
% )ending," in  Household D ecision-M aking, ed . Kelson N. Foote (New York: 
New York U n iv e rs ity  P re s s , 1 9 6 l) ,  p p . 1I4.O-I6I)., quoted by Thomas S. 
R obertson , Consumer B ehavior (Glenview, I l l i n o i s :  S c o t t ,  Foresman and
Company, 1970), p .  1^.
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TABLE V 
GARD USAGE RATE BT SEX
Repayment
Category
P e rc e n t o f 
T o ta l Purchases
Men Women
Average Amount 
S pent on Each 
Purchase 
Men Women
P e rc e n t 
o f  T o ta l 
E xpend itu res 
Men Women
Convenience 3k. 2 1 1 .k $15.19 $12.25 22.8 6 .2
In s ta llm e n t 35.1 19 .1 32.63 2k.k9 k9 .1 21.9
Less th an  $30 1 9 .k 1 1 .6 33.72 27 .k8 28.7 Ik .O
At l e a s t  $30 6 .5 3 .7 38.52 2k .10 1 1 .0 3.9
P a s t  due 5 .0 1 .7 2k .10 25.10 5 .3 1 .9
A rre a rs k .2 2 .3 22.32 21.03 k . l 2 .1
O v e ra ll Average 69 .3 30.7 25.98 19 .93 71.9 28.1
P ro d u ct P urchasing  B ehavior
The item s a cq u ired  w ith  a c r e d i t  c a rd  p ro v id e  in fo rm atio n  about 
goods t h a t  consumers deem as accep tab le  to  c h a rg e . Such knowledge 
im proves m arketing  s t r a t e g i e s  designed  to  promote a ccep tab le  merchan­
d is e .  A lthough consumer needs and a t t i tu d e s  change, knowledge o f  t h i s  
type can a c t  as a b ase  p o in t  from  idiich new tre n d s  i n  consumer b eh av io r 
can be m easured, th u s  keeping  th e  m arketing  s t r a t e g i e s  f l e x ib l e  and in  
l in e  w ith  c u r re n t  custom er p u rch asin g  h a b i t s .
In  examining th e  p ro d u c t p u rch asin g  h a b i ts  o f  consum ers, a l l  mer­
chandise  was d iv id e d  in to  $0 c a te g o r ie s ;  each o f 21 c a te g o r ie s  had a t  
l e a s t  one p e rc e n t o f  th e  t o t a l  e x p en d itu re . These 21 g ro tp s  made tç)
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over 93 p e rc e n t  o f  a û L l  e x p en d itu re s ; w ith in  t h i s  group seven accounted 
f o r  over 55 p e rc e n t o f th e  c r e d i t  charg es  and 12 can be c re d i te d  w ith  
o ver 76 p e rc e n t  o f a l l  d o l la r s  s p e n t. Whereas a la rg e  v a r ie ty  o f 
goods seemed to  be accep tab le  to  o b ta in  w ith  a  c r e d i t  c a rd , th e  d a ta  
in d ic a te d  th a t  th e re  was a c o n c e n tra tio n  o f  charges w ith in  a few 
c a te g o r ie s .  (See Appendix B f o r  o r ig in a l  d a ta .)
In  g a ie r a l ,  consumers seemed to  f e e l  t h a t  c e r ta in  s e r v ic e s ,
consumer d u ra b le s , and some n e c e s s i t i e s  such as money o r drugs were
19
accep tab le  charg es  to  be made w ith  a bank c r e d i t  c a rd . They were 
a p p a re n tly  l e s s  a p t to  go in to  deb t f o r  m erchandise co n sidered  by 
many as lu x u ry  i t  eu s , such as jew e lry  (O.86 p e rc e n t o f th e  t o t a l  ex­
p e n d itu re s )  o r  item s acq u ired  a t  a f l o r i s t  shop ( 0 .5 5  p e rc e n t) .
I n te r e s t in g ly  enough, th re e  ty p es  o f m erchandise—a t t i r e ,  au to ­
m o b ile -a s so c ia te d  ite m s , and household goods— accounted f o r  o ver U? 
p e rc e n t o f th e  t o t a l  e^q jen d itu res . As T able  VI shows, consumers used 
t h e i r  c a rd s  to  acq u ire  b a s ic  n e c e s s i t i e s ,  l a r g e ly  consumer d u rab le  
m erchandise and r e la te d  s e r v ic e s .  In  a d d it io n , i f  cash advances ( I 6 .U 
p e rc e n t o f th e  t o t a l  consumer e x p en d itu res )  were added to  th e  above 
group, th e  sum would re p re se n t 6U p e rc e n t o f  a l l  ex p en d itu res  by c r e ­
d i t  c a rd  during  th e  p e rio d  examined in  t h i s  s tu d y .
V arious banks have found t h a t  w ith in  th e  f i r s t  y ea r o f  c r e d i t  
ca rd  o p e ra t io n s , an above-average amount was loaned  o u t in  th e  form 
of cash  advances due to  th e  in ad equate  sc reen in g  o f  p o te n t ia l ly  h igh
^% he c a te g o ry  e n t i t l e d  "drugs" may be m islead in g  because i t  i n ­
c lu d es  a l l  item s th a t  were purchased  a t  drug s to r e s .
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AMOUNT SPENT FOR SELECTED ITEMS AS A PERCENTAGE 
OF TOTAL EXPENDITURES
2$
M erchandise Category P e rc e n t
A t t i r e
M en's A pparel and A ccesso rie s 6 .5
Women's A pparel and A ccesso ries 3.8
Shoes and Shoe R epair 2 .0
S u b to ta l 1 2 .3
A utom obile-A ssociated Item s
Automobile D ealers and S e rv ice s 5 .3
Autom obile S erv ices 1 .2
Automobile P a r ts 1 .6
G aso line  S erv ice  S ta tio n s 8 .2
T ire s  and T ire  S erv ice 3 .9
S u b to ta l 20.2
Household Goods
A ppliance S a les  and S e rv ice 3 .5
B u ild in g  M a te ria l 3 .9
F lo o r  Covering 1 .8
Hardware 1 .2
Home F u rn itu re U.7
S u b to ta l 15 .1
TOTAL U7.6
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r i s k  acco u n ts . F u rtherm ore , i t  seems reaso n ab le  to  assume th a t  new 
program s are  u s u a lly  c h a ra c te r iz e d  by l i t t l e  m erchant p a r t i c ip a t io n  
and consumer aw areness; as  ̂ a r e s u l t ,  peop le  may borrow  money to  o b ta in  
item s t h a t  could  have been d i r e c t l y  charged a t  a s to r e .  In  o th e r  words, 
a f t e r  th e  ab n o rm a litie s  o f th e  f i r s t  y e a r  o r  so , cash  advances m ^  
account f o r  a sm a lle r  p e rc e n t o f th e  t o t a l  c r e d i t  card  e x p e n d itu re s .
P roduct p u rch asin g  b eh av io r by se x . Among item s purchased  by men 
and women on ly  tw> o f  th e  21 most " s ig n if ic a n t"  c a te g o r ie s  hsd over 
o n e -h a lf  o f th e  ex p en d itu res  accounted f o r  by  fem ales , th o se  be ing  
women’ s ap p are l and a c c e sso r ie s  w ith  alm ost 93 p e rc e n t, and shoes and 
shoe r e p a i r  w ith  a l i t t l e  over 5 l  p e rc e n t o f th e  t o t a l  (T able V I I ) . 
F urtherm ore , immen accounted f o r  a t  l e a s t  32 p e rc e n t o f th e  t o t a l  
w ith in  o n ly  two m ajor c l a s s i f i c a t i o n s —drugs (ab o u t UO p e rc e n t) ,  men’s 
ap p a re l and a c c e sso r ie s  (o v er 32 p e rc e n t) .  In  th e  r e s t  o f  th e  " s ig n i­
f ic a n t"  c a te g o r ie s  male e x p en d itu re s  dom inated.
TABLE V II
PRODUCT PURCHASING BEHAVIOR BY SEX 
AND MERCHANDISE CATEGORY
M erchandise Category P ro p o rtio n  o f T o ta l E xpend itu res 
Men Women T o ta l
Women’ s A pparel and A ccesso ries 7 .1 92.9 100.0
Shoes and Shoe R epair U8 .8 $1.2 100.0
Drugs 60.1 39.9 100.0
Men’ s A pparel and A ccesso rie s 67.9 32.1 100.0
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These f in d in g s  i i tp ly  t h a t  women used  t h e i r  c r e d i t  c a rd s  f o r  
a t t i r e  and household  n e c e s s i t i e s .  As p re v io u s ly  d isc u sse d , men ac­
counted  f o r  over 72 p e rc e n t o f  th e  charges and made la r g e r  pu rch ases  
th an  women. More s p e c i f i c a l ly ,  men sp en t more money on item s such as 
t i r e s ,  s p o r tin g  goods o r  b u ild in g  m a te r ia ls .
P urchasing  h a b i t  v a r ia n c e s  w ith in  repaym ent c l a s s i f i c a t i o n s . As 
Table V III  shows, convenience and in s ta l lm e n t u s e r s  pu rchase  d i f f e r e n t  
i te m s . Among convenience u s e r s ,  g aso lin e  s e rv ic e  s t a t i o n s ,  m o te ls  and 
h o te l s ,  and a i r  t r a n s p o r ta t io n  co n ta in ed  th e  l a r g e s t  amounts o f t h e i r  
c h a rg e s . On th e  o th e r  hand, in s ta l lm e n t u s e r s  charged th e  l a r g e s t  
amounts to  acqu ire  cash  advances, m en's a p p a re l, and s p o r tin g  goods.
TABLE V III
CATEGORIES BY TYPE OF USER AS A PERCENT OF 
TOTAL EXPENDITURES BY THE POPULATION^
M erchandise Category Convenience Users 
(p e rc e n t)
In s ta llm e n t Users 
(p e rc e n t)
G aso line  S e rv ice  S ta t io n s U.o
M otels and H o te ls 3 .9
A ir  T ra n sp o rta tio n 2 .8
Cash Advances 1^ .5
M en's A pparel and A ccesso rie s 5 .1
S p o rtin g  Goods i t .7
^Merchandise c a te g o r ie s  c o n ta in in g  th e  m ost c h a rg es .
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This in d ic a te s  t h a t  convenience u se rs  u sed  t h e i r  c a rd  vjhile t r a ­
v e lin g  more so than  d id  in s ta l lm e n t u s e r s .  A lso , th e  d a ta  p o in t  ou t 
t h a t  th e  l a t t e r  g ro tp  had an apparen t i n a b i l i t y  to  save o r  la ck ed  
énough money to  s a t i s f y  c u r re n t  needs: over IS  p e rc e n t o f  a l l  t h e i r
charges were made f o r  cash advances. The demand f o r  a d d itio n a l money 
among in s ta l lm e n t  u s e r s  ten d s  to  su p p o rt th e  f in d in g s  t h a t  in d iv id u a ls  
in  t h i s  c a te g o ry  g e n e ra lly  had l e s s  ceish a v a ila b le  in  t h e i r  checking 
accounts th an  d id  convenience u s e r s .
In  a d d itio n , i t  should  be enphasized  t h a t  among the  " s ig n if ic a n t"  
m erchandise c a te g o r ie s  o n ly  th re e —m otels and h o te l s ,  a i r  t r a n s p o r ta t io n ,  
and hardw are—co n ta in ed  more ex p en d itu res  by convenience t h a i  by i n s t a l l ­
ment u se rs  (T ab le  IX ).
TABLE IX
PEDDUCT PURCHASING BEHAVIOR BY TYPE OF 
USER AND MERCHANDISE CATEGORY
M erchandise
Category
P ro p o rtio n  o f  T o ta l E xpenditures
Convenience U sers In s ta llm e n t U sers
M otels and H ote ls 66.9 33.1
A ir T ra n sp o rta tio n 28.7 la .3
Hardware 23.1 U6.9
P urchasing  h a b i t  v a r ia t io n s  among in s ta l lm e n t  u s e r s . Cash advances 
n o t on ly  accounted f o r  th e  l a r g e s t  d o l la r  amount o f  in s ta llm e n t u s e r s ' 
ch arg es , b u t th e y  a lso  re p re se n te d  th e  most s ig n i f ic a n t  d if fe re n c e  
among in s ta l lm e n t  u s e r s ' p ro d u c t pu rchasing  b e h av io r . Over 31 p e rc e n t
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o f th e  amotmt charged  by consumers i n  th e  " a ire a r s "  c a te g o ry  was f o r  
cash  advances (T able  X ). In  c o n t r a s t ,  a l i t t l e  under 21 p e rc e n t of 
a l l  ex p en d itu res  by " o th e r  in s ta l lm e n t"  u s e rs  was accounted f o r  by 
cash  advances.
TABLE X
CASH ADVANCES AS A PERCENT OF TOTAL EXPENDITURES 
BY TYPE OF USER
Repayment C ategory Cash Advances 
(p e rc e n t)
A rrea rs 31.2
O ther In s ta l lm e n t U sers^ 20.9
Less th an  $30 13 .8
At l e a s t  $30 5 .7
P a s t  due l.U
^ W eighted as a  p ro p o r tio n  o f  th e  t o t a l  ex p en d itu res  f o r  th e  
th re e  c a te g o r ie s .
W hile e x p en d itu re s  fo r  cash  advances v a r ie d  among in s ta l lm e n t  
u s e r s ,  charges f o r  consumer d u rab le  m erchandise and r e la te d  s e rv ic e s  
were s im ila r  (T able X I). Both " a r re a r s "  u s e rs  and th e  " o th e r  i n s t a l l ­
ment" u s e rs  sp en t 13 .7  p e rc e n t on a r t i c l e s  r e l a t in g  to  a t t i r e .  Con­
sumers in  " a r re a r s "  sp en t 1 8 .^  p e rc e n t  o f  t h e i r  t o t a l  e x p en d itu re s  on 
a u to m o b ile -a sso c ia ted  ite m s , tA iile th e  th re e  in s ta llm e n t c a te g o r ie s ,  
as one g roup , sp en t 18 .2  p e rc e n t. A d if f e r e n c e  o f L.L p e rcen tag e  
p o in ts  f o r  v a r io u s  ty p es  of household  goods, marked th e  l a r g e s t  d i f ­
fe re n ce  between th e  two repayment c l a s s i f i c a t i o n s .  The " a r re a r s "
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TABLE XI
AMOUNT SPENT FOR SELECTED ITEMS AS A PERCENTAGE 
OF TOTAL EXPENDITURES BY TYPE OF USER
M erchandise C ategory A rrea rs
O ther 
In s ta llm e n t 
U sers^
D iffe ren ce
A t t i r e
Men’ s A pparel and A ccesso ries 6 .^ 7 .2 +0.7
Women's A pparel and A ccesso ries U.5 3 .6 -0 .9
Shoes and Shoe R epair 2.7 2 .9 +0.2
S u b to ta l 13.7 13 .7 0 .0
A utom obile-A ssociated Item s
Automobile D ealers and S e rv ic e s 2 .3 3 .7 +3 . it
Automobile S erv ices 2.1 1 .6 - 0 .3
Automobile P a r ts 0 .8 1 .3 +0 .3
G aso line  S e rv ice  S ta tio n s 11 .0 3 .3 -3 .3
T ire s  and T ire  S erv ice 2 .3 i+.l +1.8
S u b to ta l 18 .3 18 .2 - 0 .3
Household Goods
A ppliance S a les  and S erv ice 6 .3 3.2 - 3 .1
B u ild ing  M a te ria l 1 .8 U.7 +2 .9
F lo o r Covering 0 .0 2.8 +2.8
Hardware 3 .3 0 .6 -2 .7
Home F u rn itu re 1 .2 3 .7 +U.3
S u b to ta l 1 2 .6 17 .0 +U.U
TOTAL Wi.8 L8.9 +U.1
a O ther In s ta llm e n t U sers: 
" p a s t  due" c a te g o r ie s .
"At l e a s t  $ 30,"  " le s s  th an  $30 ,"  and
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c a teg o ry  a t t r ib u te d  1 2 .6  p e rc e n t and th e  " o th e r  in s ta llm e n t"  u se rs  
a t t r ib u te d  17 .0  p e rc e n t o f  a l l  t h e i r  charges to  household goods.
W ithin  th e se  broad c l a s s i f i c a t i o n s  o f  consumer d u rab le  goods, th e  
" a r re a r s "  ca teg o ry  charged  about th e  same amount as th e  " o th e r  i n s t a l l ­
ment" u s e r s .  The type  o f  item s p u rch ased , hoifever, d i f f e r e d  w ith in  
th e se  c l a s s i f i c a t i o n s .  Comparison among th e  in s ta l lm e n t  u s e r s  shows 
th a t  in d iv id u a ls  in  a r re a r s  charged— as a p e rc e n t o f  t h e i r  t o t a l  ex ­
p e n d itu re s —over S p e rcen tag e  p o in ts  more f o r  a r t i c l e s  a t  g a so lin e  
s e rv ic e  s ta t io n s  and about 3 p e rcen tag e  p o in ts  more f o r  b o th  a l l i ­
ances and hardw are. "O ther in s ta llm e n t"  u se rs  charged—as a  p e rc e n t  
o f t h e i r  t o t a l  e x p e n d itu re s—over U p e rcen tag e  p o in ts  more on home 
f u r n i tu r e  and over 3 p e rcen tag e  p o in ts  more on bo th  b u ild in g  m a te r ia l  
and f lo o r  covering  th an  in d iv id u a ls  in  a r r e a r s .
C le a r ly , th e n , p re fe re n c e s  v a ry  among in s ta l lm e n t  u s e r s .  Such 
p re fe re n c e s , in  tu rn ,  a f f e c t  th e  p r o f i t  o f t h i s  c r e d i t  c a rd  p la n ,  as 
w i l l  be shown l a t e r  in  t h i s  s tu ( ^ .  Hovjever, p u rch asin g  p a t te r n s  may 
n o t be e n t i r e ly  d e s c r ip t iv e  o f consumer a t t i t u d e s .  For in s ta n c e ,  p u r ­
chasing  p a t te r n s  a re  p a r t i a l l y  determ ined  by c o n s id e ra tio n s  such as 
c o n p e ti t iv e  c r e d i t  p la n s ,  m erchant w illin g n e s s  to  promote ca rd  usage , 
a v a i l a b i l i t y  o f  t h i s  p a r t i c u l a r  bank s e rv ic e  and consumer aw areness. 
N o n e th e le ss , th e se  c o n s id e ra tio n s  do n o t n e c e s s a r i ly  a f f e c t  o n e 's  
a t t i tu d e  tow ard th e  use of th e  c r e d i t  c a rd .
As an i l l u s t r a t i o n ,  n e c e s s i t i e s  such as g ro c e r ie s  o r  s e rv ic e  r e ­
c e iv ed  a t  h o s p i ta ls  mgy be fin a n c ed  w ith  a c r e d i t  ca rd  i f  th e  need or 
o p p o rtu n ity  a r i s e s .  However, th e se  two m erchandise c a te g o r ie s  combined 
re p re se n te d  on ly  0 .20  p e rc e n t of a l l  e x p e n d itu re s . S p e c if ic a l ly ,
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g r o c e r i e s  w e r e  n o t  c h a r g e d  b e c a u s e  f e w  g r o c e r y  s t o r e s ,  i f  a n y ,  i n  t h i s  
m a r k e t  a r e a  o f f e r e d  c r e d i t  c a r d  s e r v i c e s .  T h e  b a n k  c r e d i t  c a r d  w a s  
p r o b a b l y  s e l d o m  u s e d  a t  h o s p i t a l s  b e c a u s e  h o s p i t a l  i n s u r a n c e  w a s  a v a i l ­
a b l e .  T h u s ,  c o n s u m e r  a t t i t u d e s  a r e  n o t  t h e  o n l y  i n f l u e n c e  a f f e c t i n g  
p u r c h a s i n g  h a b i t s  o f  b a n k  c r e d i t  c a r d  u s e r s .  I n  o t h e r  w o r d s ,  f i n d i n g s  
r e l a t i n g  c o n s u m e r  b e h a v i o r  t o  c o n s u m e r  a t t i t u d e s  s h o u l d  b e  a p p r o a c h e d  
c a u t i o u s l y  a n d  c o n c l u s i o n s  d r a w n  o n l y  a f t e r  c a r e f u l  c o n s i d e r a t i o n  o f  
v a r i a b l e s  n o t  i s o l a t e d  i n  t h i s  p a p e r .
S u m m ary
In  g e n e ra l , convenience and in s ta l lm e n t u s e r s  purchased  about one 
a r t i c l e  each month; th e re  were two e x ce p tio n s ; th o se  w ith  " a t  l e a s t  
$ 30" in  i n t e r e s t  charges and th o se  in  th e  " a r re a r s "  c a te g o ry , who p u r­
chased two o r  more item s p e r month. D esp ite  t h i s  s im i la r i ty ,  i n s t a l l ­
ment u se rs  charged a  la r g e r  amount p e r  s a le s  s l i p  than  d id  convenience 
u se rs  and, as a  r e s u l t ,  th e  form er g ro tç  accounted f o r  over 71 p e rc e n t 
o f  a l l  e x p en d itu re s .
A l t h o u g h  t h e  p o p u l a t i o n  i n  g e n e r a l  c h a r g e d  a  l a r g e  v a r i e t y  o f  
g o o d s ,  e x p e n d i t u r e s  w e r e  c o n c e n t r a t e d  i n  t h e  c a t e g o r i e s  o f  c a s h  a d ­
v a n c e s ,  a t t i r e ,  a u t o m o b i l e - a s s o c i a t e d  i t e m s ,  h o u s e h o l d  g o o d s ,  d r u g s  
a n d  s p o r t i n g  g o o d s .
C o n v e n i e n c e  u s e r s  c h a r g e d  a  l a r g e r  a m o u n t  o f  t h e i r  t o t a l  e x p e n d i ­
t u r e s  f o r  m e r c h a n d i s e  r e l a t e d  t o  t r a v e l i n g - - l o d g i n g ,  a i r  t r a n s p o r t a t i o n  
a n d  i t e m s  a c q u i r e d  a t  g a s o l i n e  s e r v i c e  s t a t i o n s .  I n s t a l l m e n t  u s e r s  
c h a r g e d  a  l a r g e r  a m o u n t o f  t h e i r  t o t a l  e x p e n d i t u r e s  f o r  c a s h  a d v a n c e s .
T h e  m o s t  o b v i o u s  d i f f e r e n c e  i n  p u r c h a s i n g  b e h a v i o r  am on g  i n s t a l l ­
m e n t  u s e r s  w a s  t h e  a m o u n t  u s e d  f o r  c a s h  a d v a n c e s ,  i t e m s  a c q u i r e d  a t
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g a so lin e  s e rv ic e  s t a t io n s ,  and c a te g o r ie s  -within th e  broad  c l a s s i f i c a ­
t io n  o f household  goods.
F in a l ly ,  men used  t h e i r  c r e d i t  c a rd s  more o f te n  and charged  more 
expensive item s th an  d id  women. Women accounted f o r  more th an  h a l f  o f 
th e  ex p en d itu res  in  on ly  two " s ig n i f ic a n t"  m erchandise c a te g o r ie s — 
•women's a p p a re l and a c c e s s o r ie s , and shoes and shoe r e p a i r .
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CHAPTER IV  
PR O FIT A B IL IT Y  OF BANK CREDIT CARDS
B a n k  c r e d i t  c a r d s  m a y  a f f e c t  t h e  p r o f i t a b i l i t y  o f  a  b a n k  d i r e c t l y  
as w e l l  a s  i n d i r e c t l y .  P r o f i t s  a r e  a f f e c t e d  i n d i r e c t l y  l A e n ,  b y  o f f e r ­
i n g  a d d i t i o n a l  c u s t o m e r  s e r v i c e s  s u c h  a s  b a n k  c r e d i t  c a r d s ,  n e w  c u s t o m ­
e r s  atre a t t r a c t e d  t o  t h e  b a n k .  F o r  e x a m p l e ,  i f  a  p e r s o n  i s  s a t i s f i e d  
w i t h  t h e  s e r v i c e  o n  h i s  b a n k  c r e d i t  c a r d ,  h e  m ay  c o m e  t o  t h e  sa m e  b a n k  
f o r  a  l o a n  o r  t o  u s e  i t s  d e p o s i t  s e i r v i c e s .  T h e s e  i n d i r e c t  e f f e c t s ,  
t h o u g h  i m p o r t a n t ,  a r e  v e r y  d i f f i c u l t  t o  m e a s u r e  q u a n t i t a t i v e l y  a n d  
w i l l  n o t  b e  e x a m in e d  i n  t h i s  s t u d y .
C r e d i t  c a r d  s a l e s  a f f e c t  p r o f i t a b i l i t y  d i r e c t l y  i n  t w o  w a y s .
F i r s t ,  i f  t h e  c u s t o m e r  i s  a n  i n s t a l l m e n t  u s e r ,  t h e  b a n k  c h a r g e s  i n t e r ­
e s t  o n  t h e  u n p a i d  b a l a n c e  ( l ^  p e r c e n t  p e r  m o n t h ) .  S e c o n d l y ,  t h e  b a n k  
c h a r g e s  e a c h  m e r c h a n t  u t i l i z i n g  t h e  b a n k  c r e d i t  c a r d  a  d i s c o u n t  f e e ;  
t h e  f e e  i s  c h a r g e d  t o  c o in p e n s a t e  t h e  b a n k  f o r  a s s u m in g  t h e  a c c o u n t s  
r e c e i v a b l e  o f  t h e  m e r c h a n t .  M o n t h ly  i n t e r e s t  c h a r g e s  o n  i n s t a l l m e n t  
p u r c h a s e s ,  t o g e t h e r  w i t h  t h e  d i s c o u n t  f e e ,  c o m p r i s e  t h e  g r o s s  e a r n i n g s  
f r o m  c r e d i t  c a r d  s a l e s .  N e t  e a r n i n g s  a r e  d e r i v e d  b y  d e d u c t i n g  v a r i a b l e  
e x p e n s e s  ( h a n d l i n g  c h a r g e s  p l u s  b a d  d e b t  e x p e n s e s )  f r o m  g r o s s  e a r n i n g s .  
T h i s  m e a n s  t h a t  t h e  n e t  e a r n i n g s  o r  t h e  " p r o f i t a b i l i t y  i n d e x "  u s e d  
h e r e  d o e s  n o t  t a k e  i n t o  a c c o u n t  f i x e d  e x p e n s e s — g e n e r a l  o v e r h e a d ,  
a d m i n i s t r a t i v e  c o s t s ,  a n d  c o m p u t e r  p r o c e s s i n g  e x p e n s e s .  (F e w  b a n k s  
k e e p  t h e  d e t a i l e d  c o s t  r e c o r d s  n e c e s s a r y  t o  a l l o c a t e  f i x e d  e x p e n s e s  t o  
p a r t i c u l a r  b a n k i n g  f u n c t i o n s ,  s u c h  a s  c r e d i t  c a r d s . )  N o n e t h e l e s s ,  t h e
R eproduced  with perm ission of the copyright owner. Further reproduction prohibited without perm ission.
35
i n d e x  s t i l l  p r o v i d e s  a  b a s i s  f o r  e x a m i n i n g  t h e  e f f e c t s  o f  c o n s u m e r  
p u r c h a s i n g  h a b i t s  o n  t h e  p r o f i t a b i l i t y  o f  b a n k  c r e d i t  c a r d s .
T h e  y i e l d — i n t e r e s t  e a r n e d  p e r  d o l l a r  o f  c r e d i t  c a r d  s a l e s —  
v a r i e d  am on g  t h e  g o o d s  f r o m  a  h i g h  o f  5 .8 U  p e r c e n t  f o r  s p o r t i n g  g o o d s ,  
a n d  b i c y c l e s  a n d  m o t o r  c y c l e s ,  t o  a  l o w  o f  3 . 6 5  p e r c e n t  f o r  t h e  m i s ­
c e l l a n e o u s  g r o iç )  ( T a b l e  X I I ) .  O v e r a l l ,  t h e  a v e r a g e  y i e l d  w a s  U .6 8  
p e r c e n t .  M o s t  o f  t h e  d i f f e r e n c e  i n  y i e l d s  a m on g  t h e s e  c a t e g o r i e s  w a s  
c a u s e d  b y  c o n s u m e r  p u r c h a s i n g  p a t t e r n s .  S p e c i f i c a l l y ,  e a r n i n g s  w e r e  
a f f e c t e d  b y  a s p e c t s  o f  c o n s u m e r  b e h a v i o r — r e p a y m e n t  p a t t e r n s ,  c a r d  
u s a g e  r a t e ,  a n d  i t e m s  p u r c h a s e d .
R e p a y m e n t  p a t t e r n s  a f f e c t e d  e a r n i n g s  b e c a u s e  a  d i r e c t  r e l a t i o n  
e x i s t s  b e t w e e n  t h e  t y p e  o f  u s e r  c h a r g i n g  an  i t e m  a n d  t h e  i n t e r e s t  
e a r n e d  o n  i t .  C a t e g o r i e s  c o n t a i n i n g  a  l a r g e r  p r o p o r t i o n  o f  " o t h e r  
i n s t a l l m e n t "  u s e r s  h a d  a  h i g h  y i e l d ;  t h e s e  u s e r s  g e n e r a t e d  b o t h  i n t e r ­
e s t  c h a r g e s  a n d  m e r c h a n t  d i s c o u n t  f e e s  w i t h o u t  i n c u r r i n g  b a d  d e b t  
e x p e n s e s .  C o n v e n i e n c e  u s e r s ’ b e h a v i o r  g e n e r a t e d  o n l y  t h e  d i s c o u n t  f e e  
T id iile  t h e  " a r r e a r s "  u s e r ,  s i  t h o u g h  g e n e r a t i n g  s u b s t a n t i a l  i n t e r e s t  
i n c o m e ,  a c c o u n t e d  f o r  a l l  t h e  b a d  d e b t  e x p e n s e .
T h e  d o l l a r  a m o u n t c h a r g e d — a  m e a s u r e  o f  c a r d  u s a g e — a f f e c t e d  
e a r n i n g s .  G e n e r a l l y ,  t h e  l a r g e r  t h e  p u r c h a s e  t h e  h i g h e r  t h e  e a r n i n g s .  
T h i s  w a s  b e c a u s e  h a n d l i n g  c o s t s  w e r e  o n  a  s a l e s  s l i p  b a s i s .  A s  an  
i l l u s t r a t i o n ,  e x c l u d i n g  i n t e r e s t  e a r n e d  ( l )  a n d  b a d  d e b t  e x p e n s e  ( B g ) ,  
in c o m e  p e r  s a l e s  s l i p  e q u a l e d  t h e  m e r c h a n t  d i s c o u n t  (D ) m in u s  h a n d l i n g  
c o s t  ( H g ) .  T h u s ,  in c o m e  e a r n e d  o n  a  $ 1 0 0  p u r c h a s e  w a s  $ 1 . 8 5 ,  w h e r e a s  
a  $ 1 0  p u r c h a s e  b r o u g h t  i n  a  n e t  a m o u n t o f  5  c e n t s .  F o r  t h i s  r e a s o n ,  
t h e  t h r e e  c a t e g o r i e s  w i t h  h i g h  y i e l d s  a l l  h a d  p u r c h a s e s  p e r  s a l e s  s l i p  
a b o v e  t h e  a v e r a g e  o f  $ 2 2 . 7 7 .
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TABLE rC I
PHOFITABILITY OF CREDIT GARD SALES BY MERCHANDISE 
CLASSIFICATION AND USER&
M erchandise
C la s s i f ic a t io n
Annual 
Y ie ld ^
Amount Spent as P ercen tag es  
o f  th e  T o ta l  E xpenditures 
O ther Convenience 
In s ta l lm e n t and A rrea rs  
U sers Users
Average 
Amount o f  
Each C re d it 
Card S a le  
( d o l la r s )
S p o rtin g  Goods, 
B icy c le s  and 
Motor Cycles 5.8L 77.7 22.3 16 .63
Cash Advances 2 .82 82 . Ü 17 .6 182.30
Household Goods® 2.3U 72.8 27.2 If7.1i2
A t t i r e U.96 68.2 31.2 21.13
Autom obile-Assoc i  a ted  
Item s U.02 6I4..O 36.0 lli.UO
G asoline  S e rv ice  
S ta t io n s 1.67 L3.2 26.2 7.2L
A ll O therd 2 .68 69 .1 30.9 38.13
T rav e l-R e la ted  Item s 3.72 32 .3 61^.7 2 b .89
A ir T ra n sp o rta tio n L.22 39 .3 60.7 7b . 61
H o te ls  and M otels 3.06 32.0 68.0 16.10
M iscellaneous
Categories® 3.62 2 8 .L U I.6 l b . 62
OVERALL AVERAGE U.68 6U.8 32.2 22.77
® See Appendix C f o r  o r ig in a l  d a ta .
^  The y ie ld  was determ ined  by d iv id in g  t o t a l  c r e d i t  c a rd  s a le s  f o r  
th e  tennnonth  p e r io d  in to  th e  n e t  e a rn in g s . T h is r e s u l t  tim es 1 .2  was 
th e  annual y i e ld .
^ In c lu d es  ap p lian ce  s a le s  and s e r v ic e ,  b u ild in g  m a te r ia l ,  f l o o r  
c o v e rin g , hardw are, and home f u r n i tu r e .
^ In c lu d es  autom obile d e a le rs  and s e r v ic e s ,  autom obile s e rv ic e s ,  
autom obile p a r t s ,  and t i r e s  and t i r e  s e r v ic e .
GIn c lu d es  d ru g s , music s to r e s ,  r e s ta u r a n ts  and "o ther"  c a te g o ry .
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T o ta l ex p en d itu res  on each type o f m erchandise p rov ided  a  measure 
o f consumer accep tan ce . The t o t a l  o f each ca teg o ry  p a r t i a l l y  d e te r ­
mined th e  average y ie ld  o f th e  c r e d i t  c a rd  v en tu re  as opposed to  th e  
y ie ld  o f t h a t  p a r t i c u l a r  m erchandise c a te g o ry . O v e ra ll , th e  average 
y ie ld  was h ig h e r , i f  a  m erchandise ca teg o ry  w ith  a h ig h  y ie ld  had a 
l a r g e  d o l la r  amount o f  c r e d i t  ca rd  s a le s .  (F or each  m erchandise c a te ­
go ry , th e  t o t a l  d o l la r  amount o f  c r e d i t  c a rd  s a le s  and th e  n e t  ea rn in g s  
a re  shown in  Af^>endix B.)
A lthough each b eh av io r p a t te r n  a f fe c te d  e a rn in g s , one o r  two p a t ­
te rn s  o f te n  dominated th e  r e s u l t s .  For exam ple, th e  h igh  y ie ld  on 
p o r t i n g  goods, b ic y c le s  and motor cy c le s  r e f l e c t s  th e  type  o f  u se r .
Most o f  th e se  purchases were made by " o th e r  in s ta llm e n t"  u s e r s ;  th e
" a r re a rs "  group made v i r t u a l l y  no e x p en d itu res  f o r  b ic y c le s  and motor
,  20 c y c le s .
In  c o n t r a s t ,  a lthough  cash  advances co n ta in ed  bo th  th e  h ig h e s t  
p ro p o r tio n  o f  " o th e r  in s ta llm e n t"  u se rs  and th e  l a r g e s t  charge p e r  
s a le s  s l i p ,  th e  y ie ld  was o f f s e t  by bad deb t expenses.
The y ie ld  on household goods (5.3U p e rc e n t)  r e s u l t s  from  " o th e r  
in s ta llm e n t"  u s e rs  pushing  th e  y ie ld  tp  by t h e i r  ex p en d itu res  f o r  f lo o r  
c o v e rin g , home f u r n i tu r e  and b u ild in g  m a te r ia l ,  p lu s  the  la rg e  amount 
p e r  s a le s  s l i p  f o r  th e se  th re e  goods. The o f f s e t t in g  f a c to r  was th e  
charges by  convenience and " a r re a r s "  u se rs  on hardware and a p p lian ces .
The n e a r average y ie ld  on a t t i r e  r e f l e c t s ,  again , e x p en d itu res  by 
" o th e r  in s ta llm e n t"  u s e r s ,  in  t h i s  c a se , on m en 's ap p are l and a c c e s s o r ie s .
^^"Less th an  $30 ," " a t  l e a s t  $ 30" were more p r o f i ta b le  th an  th e  
" p a s t  due" ca teg o ry .
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T h e  b a l a n c i n g  f a c t o r s  w e r e  s m a l l  a m o u n t p e r  s a l e  f o r  s h o e s  a n d  s h o e  
r e p a i r  a n d  w o m e n 's  a p p a r e l  a n d  a c c e s s o r i e s ,  p l u s  a  c o n c e n t r a t i o n  o f  
c o n v e n i e n c e  a n d  " a r r e a r s "  u s e r s  i n  t h e  l a t t e r  c a t e g o r y .
T h e  l o w  y i e l d  o n  a u t o m o b i l e - a s s o c i a t e d  i t e m s  r e f l e c t s ;  ( l )  t h e  
t o t a l  d o l l a r  a m o u n t o f  c r e d i t  c a r d  s a l e s  a t  g a s o l i n e  s e r v i c e  s t a t i o n s  
( a b o u t  U2 p e r c e n t  o f  t h i s  c a t e g o r y ' s  t o t a l  s a l e s ) ; a n d  ( 2 )  t h e  l o w  
y i e l d  o n  p u r c h a s e s  a t  g a s o l i n e  s e r v i c e  s t a t i o n s ,  v d d c h  t r a c e s  t o  t h e  
l a r g e  p r o p o r t i o n  o f  c o n v e n i e n c e  a n d  " a r r e a r s "  u s e r s  a n d  t h e  s m a l l  
c h a r g e  p e r  i t e m  p u r c h a s e d .  E x c l u d i n g  i t e m s  p u r c h a s e d  a t  g a s o l i n e  s e r ­
v i c e  s t a t i o n s ,  e x p e n d i t u r e s  b y  " o t h e r  i n s t a l l m e n t "  u s e r s  a n d  t h e  l a r g e  
c h a r g e  p e r  s a l e  p u s h e d  t h e  y i e l d  u p  o n  a u t o m o b i l e  s e r v i c e s ,  a u t o m o b i l e  
d e a l e r s  a n d  s e r v i c e s ,  a n d  t i r e s  a n d  t i r e  s e r v i c e .  B u t  e s q p e n d i t u r e s  b y  
c o n v e n i e n c e  a n d  " a r r e a r s "  u s e r s  f o r  a u t o m o b i l e  p a r t s  r e d u c e d  t h e  e a r n ­
i n g s .
I n  so m e  c a s e s ,  o n e  b e h a v i o r  p a t t e r n  c o n f l i c t e d  w i t h  a n o t h e r .  F o r  
e x a m p l e ,  i n  t h e  c a s e  o f  t r a v e l - r e l a t e d  i t e m s  ( y i e l d  o f  3 * 7 2  p e r c e n t ) ,  
c o n v e n i e n c e  u s e r s  p r e d o m i n a t e d  a n d  p u s h e d  t h e  y i e l d  d o w n . On t h e  o t h e r  
h a n d ,  t h e  r e l a t i v e l y  l a r g e  c h a r g e  p e r  s a l e s  s l i p  f o r  a i r  t r a n s p o r t a t i o n  
p u s h e d  t h e  y i e l d  u p ,  o n l y  t o  b e  o f f s e t  b y  t h e  s m a l l  c h a r g e  p e r  s a l e s  
s l i p  f o r  h o t e l s  a n d  m o t e l s .  T h u s ,  t h e  a m o u n t c h a r g e d  p e r  s a l e  w a s  h i g h  
i n  t h e  c a s e  o f  a i r  t r a n s p o r t a t i o n  a n d  l o w  f o r  h o t e l s  a n d  m o t e l s .  I n  
b o t h  c a s e s ,  h o w e v e r ,  i n t e r e s t  in c o m e  w a s  l o w .
O c c a s i o n a l l y ,  tw o  u n p r o f i t a b l e  b e h a v i o r  p a t t e r n s  w e r e  d o m i n a n t .
A s  a n  i l l u s t r a t i o n ,  t h e  l o w  y i e l d  f o r  m e r c h a n d i s e  w i t h i n  t h e  m i s c e l ­
l a n e o u s  c a t e g o r y  w a s  c a u s e d  b y  t h e  h i g h  p r o p o r t i o n  o f  c o n v e n i e n c e  a n d  
" a r r e a r s "  u s e r s  a n d  t h e  s m a l l  c h a r g e  p e r  s a l e s  s l i p .
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CHAPTER V
CONaUSIOKS AND IMPLICATIONS OF FINDINGS
The sample was drawn from th e  a c tiv e  c r e d i t  c a rd  h o ld e rs  o f a 
bank in  M sso u la , Montana. The f in d in g s  may re p re s e n t  o n ly  th e  con­
sumer pu rch asin g  p a t te r n s  in  t h i s  lo c a le ,  so c a u tio n  should  be used 
lAen apply ing  th e  m arketing  im p lic a tio n s  o f  t h i s  s tu d y  e lsew h ere .
In s ta llm e n t u se rs  on th e  average made l a r g e r  pu rchases th an  d id  
convenience u se rs  and, as a r e s u l t ,  th e  form er grotç) accounted fo r  
over 71 p e rc e n t o f a l l  e x p e n d itu re s . (Using th e  mean to  m easure be­
h a v io r  p a t te r n s  can be m is lead in g . For example, one in d iv id u a l may 
charge a  la rg e  d o l la r  amount p e r  s a le s  s l i p ,  w h ile  ano ther ca rd  u se r  
may charge o n ly  a sm all d o l la r  amount p e r  s a le s  s l i p .  The mean va lue  
would be th e  average o f  th e  two p u rc h a se s , n o t th e  a c tu a l amount o f 
each ch arg e . In  o th e r  words, th e  average does n o t  r e f l e c t  th e  d i s t r i ­
b u tio n  o f th e  e lem en ts .)
E xpenditu res by th e  p o p u la tio n  were co n ce n tra te d  in  th e  c a te g o r ie s  
o f cash  advances, a t t i r e ,  au to m o b ile -a sso c ia ted  ite m s , household  goods, 
drugs and sp o r tin g  goods.
Convenience u s e r s  charged a  l a r g e r  amount o f  t h e i r  t o t a l  expendi­
tu re s  f o r  lo d g in g , a i r  t r a n ^ o r t a t i o n  and item s acq u ired  a t  g a so lin e  
s e rv ic e  s t a t i o n s .  In s ta llm e n t u s e rs  charged  a  l a r g e r  amount o f  t h e i r  
t o t a l  ex p en d itu res  f o r  cash advances. Cash advances were a lso  th e  m ost 
obvious d if fe re n c e  in  p u rch asin g  beh av io r among in s ta l lm e n t  u s e r s .
Men were re sp o n s ib le  f o r  n e a r ly  72 p e rc e n t o f  th e  d o l la r  volume.
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A d i s c r e p a n c y  e x i s t e d  b e t w e e n  t h i s  f i n d i n g  a n d  a  n a t i o n a l  c a n p a i g n  
c r e a t e d  b y  a  M a s t e r  O ia r g e  a d v e r t i s i n g  a g e n c y .  T h e  m e s s a g e  w a s  sk e v z e d  
5 5 - U 5  t o w a r d  w o m en .
R e p a y m e n t  p a t t e r n s  a f f e c t e d  e a r n i n g s  b e c a u s e  m e r c h a n d i s e  c a t e g o r ­
i e s  c o n t a i n i n g  a  l a r g e  p r o p o r t i o n  o f  e x p e n d i t u r e s  b y  " o t h e r  i n s t a l l m e n t "  
u s e r s  h a d  a  h i g h  y i e l d .  I n  c o n t r a s t ,  t h e  c a t e g o r i e s  w i t h  p r e d o m i n a n t l y  
e x p e n d i t u r e s  b y  c o n v e n i e n c e  a n d  " a r r e a r s "  u s e r s  h a d  a  l o w  y i e l d .  T h e  
r e a s o n  w a s  t h a t  " o t h e r  i n s t a l l a i e n t "  u s e r s  g e n e r a t e d  b o t h  i n t e r e s t  
c h a r g e s  a n d  m e r c h a n t  d i s c o u n t  f e e s  w i t h o u t  i n c u r r i n g  b a d  d e b t  e x p e n s e s .  
C o n v e n i e n c e  u s e r s ’ b e h a v i o r  g e n e r a t e d  o n l y  t h e  d i s c o u n t  f e e  w h i l e  t h e  
" a r r e a r s "  u s e r s ,  a l t h o u g h  g e n e r a t i n g  s u b s t a n t i a l  i n t e r e s t  i n c o m e ,  a c ­
c o u n t e d  f o r  a l l  t h e  b a d  d e b t  e x p e n s e .
T h e  d o l l a r  a m o u n t c h a r g e d — a  m e a s u r e  o f  c a r d  u s a g e — a f f e c t e d  e a r n ­
i n g s .  G e n e r a l l y ,  t h e  l a r g e r  t h e  p u r c h a s e  t h e  h i g h e r  t h e  y i e l d .  T h i s  
w a s  b e c a u s e  a  f i x e d  h a n d l i n g  c o s t  o f  1 ?  c e n t s  w a s  a t t a c h e d  t o  e a c h  
s a l e s  s l i p  r e g a r d l e s s  o f  i t s  d o l l a r  a m o u n t .
T o t a l  e x p e n d i t u r e s  o n  e a c h  t y p e  o f  m e r c h a n d i s e — a  m e a s u r e  o f  c o n ­
s u m e r  a c c e p t a n c e — a f f e c t e d  t h e  a v e r a g e  y i e l d  o f  t h e  c a r d  v e n t u r e ,  r a t h e r  
t h a n  t h e  y i e l d  o f  a  p a r t i c u l a r  c a t e g o r y .  O v e r a l l ,  t h e  a v e r a g e  y i e l d  
w a s  h i g h e r ,  i f  a  m e r c h a n d i s e  c a t e g o r y  w i t h  a  h i g h  y i e l d  h a d  a  l a r g e  
d o l l a r  v o lu m e  o f  c r e d i t  c a r d  s a l e s .
T h e  e f f e c t s  o f  c o n s u m e r  b e h a v i o r  o n  b a n k  c r e d i t  c a r d  p r o f i t a b i l i t y  
a r e  q u i t e  c l e a r .  A  h i g h  y i e l d  r e f l e c t s  a  p r e d o m in a n c e  o f  " o t h e r  i n ­
s t a l l m e n t "  u s e r s  a n d  a  h i g h  c h a r g e  p e r  s a l e .  A s  a  r e s u l t ,  t h e  m a r k e t ­
i n g  i n p l i c a t i o n s  a r e  t w o f o l d :  g o o d s  w i t h  t h e s e  c h a r a c t e r i s t i c s  a n d
s t o r e s  c a r r y i n g  t h e s e  g o o d s  s h o u l d  b e  h e a v i l y  p r o m o t e d .  T o  i n c r e a s e
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p r o f i t  th e  bank should  f i r s t  s o l i c i t  m erchants s e l l in g  th e se  item s and 
•with them s t r iv e  f o r  h ig h e r s a le s  by making consum ers, e s p e c ia l ly  men, 
aware t h a t  such item s can be charged  w ith  a bank c r e d i t  c a rd . T able 
X IH  shows which s to re s  should  be h e a v ily  prom oted.
TABLE n i l
SELECTED RETAIL STORES IVHICH SHOULD RECEIVE 
HEAVY PROMOTION FOR HIGHER PROFITS
Type o f  S to re S . I . e .  Code ^
S p o rtin g  Goods and B icy c le  Shops 5950
Motor Cycle D eale rs 2599
F lo o r Covering S to res 2713
F u rn itu re  S to res 2712
B u ild in g  M a te r ia ls 2211
R adio, T e le v is io n  and Music S to re s 2730
Autom obile R ^ a i r  Shops 7230
T i r e s ,  B a t te r ie s  and A ccessory D ealers 2231
Mo-tor V eh ic le  D ealers  (Ke'w and Used Cars) p lu s  R epairs 2211
M en's and B oy 's C lo th ing  and F u rn ish in g  S to re s 2611
^ For d e ta i le d  d e s c r ip t io n  o f th e  types o f  m erchandise c a r r ie d  in  
th e se  s to r e s ,  see th e  S tandard  I n d u s t r i a l  C la s s i f ic a t io n  Manual, 1967, 
o b ta in a b le  from  th e  O ffice  o f  S t a t i s t i c a l  S tan d ard s , S u p e rin ten d en t o f 
Documents, U. S . Government P r in t in g  O ff ic e , W ashington, D. C.
Of m ajor concern , cash  advances, o b ta in ed  on ly  a t  a  bank, shou ld  
a lso  be encouraged because o f t h e i r  h igh  y ie ld .
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U n fo rtim ate ly , th e  f in d in g s  o f  t h i s  stuc^f do n o t  id e n t i f y  th e  
ca rd  u s e r s .  T h e ir consumer b eh av io r p a t te r n s  can be more p re d ic ta b le  
and prom otion tech n iq u es  more e f f e c t iv e  i f  in d iv id u a l  c h a r a c te r i s t i c s  
such as p o s i t io n  in  l i f e  c y c le , s o c ia l  c la s s  membership, and l e v e l  o f 
income a re  known. I t  i s  recommended t h a t  a d d it io n a l  re se a rc h  be done 
to  o b ta in  t h i s  in fo rm a tio n .
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APPENDIX A
METHODS USED TO ESTIMATE TOTAL EXPENDITURES AND PURCHASES
To e s tim a te  th e  t o t a l  ex p en d itu res  f o r  each repaym ent p a t t e r n ,  th e  
average d o l la r  amount o f each purchase  was m u lt ip l ie d  by th e  e s tim a te d  
t o t a l  number o f pu rchases in  t h a t  repaym ent c a te g o ry .
The t o t a l  number o f  p u rch ases  was n o t kno^m f o r  each repaym ent 
p a t t e r n .  To determ ine t h i s  a l l  accounts ( t o t a l  p o p u la tio n ) o r  a  sam­
p le  o f  accounts (sam ple s iz e  n) were exam ined. The form ulas w ere:
= S-N-M o r Z2 = ^ ‘ N
where X  ̂ = e s tim a te d  t o t a l  number o f s a le s  in  a  c a te g o ry  
u s in g  th e  f i r s t  techn ique
X2 = e s tim a te d  t o t a l  number o f  s a le s  in  a c a te g o ry  
u s ir^  th e  second tech n iq u e
88 = number o f s a le s  s l i p s  in  th e  sample
n = number o f accounts in  th e  sample
S = number o f  pu rchases p e r  month by a p a r t i c u l a r
c a te g o ry 's  p o p u la tio n
N = number o f  accounts in  a p a r t i c u l a r  c a te g o ry 's  
p o p u la tio n
M = number o f  months i n  th e  survey
(The f i r s t  tech n iq u e  was used  in  determ in ing  th e  t o t a l  f o r  th e  
" a r r e a r s 'a n d  th e  " a t  l e a s t  $30" c a te g o r ie s .  The reason  was because a 
few accoun ts  in  th e se  two repaym ent c a te g o r ie s  made a v e ry  la rg e  number 
o f p u rch ases  f o r  one type  o f  ite m . The r e s u l t s  would be b ia se d  tow ard 
t h a t  p a r t i c u l a r  type  o f item , i f  th o se  accounts vrere in  a  sample t h a t
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covered a l l  p u rchases du rin g  a ten-m onth p e r io d . A v e ry  la r g e  sangle  
would have had to  been tak en  to  e lim in a te  b ia s  and s t i l l  look  a t  a l l  
p u rc h a se s .)
Using the  f i r s t  te ch n iq u e , th e  t o t a l  number o f pu rchases in  a 
c a te g o ry  was e s tim a te d  by ta k in g  th e  t o t a l  number o f s a le s  s l i p s  a t t r i ­
b u ted  to  a  repaym ent p a t te r n  f o r  one month tim es th e  number o f months 
(10) in  th e  su rv ey . (To e lim in a te  b ia s  from  changes in  m onthly p u r ­
ch asin g  h a b i t s ,  a l l  accounts in  a  p a r t i c u l a r  c a te g o ry 's  p o p u la tio n  were 
d iv id ed  by 9, th e  number o f  b i l l i n g  c y c le s . T his allow ed an equal p ro ­
p o r t io n  o f the  accounts to  be ass ig n ed  to  each month. In  a d d itio n , 
w ith in  th e  " a r re a r s "  c a te g o ry , th e  number o f item s charged p e r  account 
had to  be examined fo r  more th an  one month to  o b ta in  a la rg e  enough 
sam ple. A t o t a l  o f  118 "purchasing  months" were looked a t .  The av er­
age number o f "purchasing  months" p e r  account was 1.8U [118 6U ac­
coun ts] j t h i s  r e s u l t  d iv id ed  in to  6^1 [ th e  number o f  pu rchases w ith in  
th e  118 "p u rchasing  m onths"] was 353 charges p e r month by the  " a r re a r s "  
p o p u la tio n . This f ig u r e  tim es 10 months was 3,531—th e  e s tim a te d  t o t a l  
number o f p u rch ases  by th e se  u s e r s .)
I f  th e  second tech n iq u e  vias u sed , th e  t o t a l  number o f  s a le s  s l i p s  
in  a p a r t i c u l a r  san p le  was d iv id ed  by th e  sample s iz e  n , th e  r e s u l t s  
b e in g  th e  average number o f  s a le s  s l i p s  p e r  accoun t. Then th a t  average 
tim es th e  t o t a l  number o f  accounts in  th e  c a te g o ry  was th e  e stim ated  
t o t a l  number o f  p u rc h a se s .
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APPENDIX B
PERCENTAGE OF NET EARNINGS AND TOTAL CREDIT CARD SALES  
BY MERCHANDISE CATEGORY
M e r c h a n d i s e
C a t e g o r y
P e r c e n t a g e  o f  
N e t  E a r n in g s
P e r c e n t a g e  o f  T o t a l  
C r e d i t  C a r d  S a l e s  
(C o n s u m e r  E x p e n d i t u r e s )
F lo o r  Covering 2.9 1 .8
B ic y c le s  and Motor Cycles 2 .3 1 .7
Autom obile Serv ice 1 .7 1.2
Home F u rn itu re 6 .1 i f .7
Automobile D ealers and S e rv ices 6 .6 5 .3
Cash Advances 2 0 .U 1 6 .14
B u ild in g  M a te r ia l a .8 3 .9
Music S to res 1 .2 1 .0
T ire s  and T ire  S erv ice if .7 3.9
Men’s A pparel and A ccesso rie s 7 .9 6.5
S p o rtin g  Goods 7 .1 5.9
Shoes and Shoe R epair 2.1 2 .0
A ir  T ra n sp o rta tio n U.6 L.8
Autom obile P a r ts 1 .^ 1.6
A ppliances and S erv ices 3 .3 3.5
Women’ s A pparel and A ccesso ries 3.1 3.8
O ther 6.3 7 .8
Drugs 5 .0 7 .0
R es ta u ra n ts l . k 2.0
H o te ls  and M otels 3 .8 5.8
G aso line  S erv ice  S ta tio n s 2.9 8.2
Hardware 0.3 1 .2
OVERALL AVERAGE I4..6 U.5
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APPENDIX C
PROFITABILITY OF CREDIT CARD SALES BY 
MERCSANDISE CATEGORY AND USER
Amount Spent as a  Percen tage Average
M erchandise Annual o f T o ta l E xpenditu res Amount o f
C ategory Y ie ld O ther Convenience Each C re d it
In s ta l lm e n t and A rrea rs Card S a le
U sers Users ( d o l l a r s )
F lo o r Covering 7.36 98. U 1 .6 202.91
B icy c les  and
12.0 86.32Motor C ycles S .k l 82.0
Automobile
S erv ice 6 .U5 82.3 I k . 7 39.2k
Home F u rn itu re S .99 78.1 21.9 109.73
Automobile
D ealers & S erv . 5.82 70.0 30.0 3k.29
Cash Advances 5.82 82.k 1 7 .6 182.30
B uild ing  M a te r ia l  ^ .7 8 78.7 21.3 38.ko
Music S to res $.77 70.7 29.3 kk.22
T ire s  & T ire
S erv ice 5.7k 6 9 .k 30.6 29. 7k
M en's A pparel &
72.6 27. k 27.12A ccesso ries 2.67
S p o rtin g  Goods 2.67 72.7 2k.3 k l.2 0
Shoes & Shoe
R epair k .77 69.7 30.3 17 .kk
A ir T rans­
p o r ta t io n U.22 39.3 60,7 7k . 61
Automobile P a r ts U.kU 23.2 k6.8 2k.99
A ppliances &
S erv ices U.U2 kO.O 60 .0 k o .98
Women's A pparel
& A ccesso rie s 3.83 60.8 39.2 16.70
O ther 3.80 22.k k k .6 17 .k2
Drugs 3.31 29.0 k l.O 9.78
R estau ran ts 3.19 62.1 37.9 8.93
H o te ls  & M otels 3.06 32.0 68.0 16.10
G asoline S e rv ic e
S ta t io n s 1.67 k3.2 26.2 7.2k
Hardware 1 .16 30.0 70.0 I k .  76
OVERALL AVERAGE U.68 6L.8 3^.2 22.77
The y ie ld  was determ ined by d iv id in g  t o t a l  c r e d i t  c a rd  s a le s  f o r  
th e  ten-m onth p e r io d  in to  th e  n e t  e a rn in g s . T his r e s u l t  tim es 1 .2  i s  
th e  annual y i e ld .
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